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PREFACE. 


« 

Tlioiigli planned as early as 3911 -^-hen the anther was in England and had 
<every facility for reference to official records, the work ■ was not definitely 
•nndertaken in its present form till the commencement of 7918 during the 
term of the Awiter’s engagement with the Mysore University. Tlie 
exigencies of regular lecturing work, necessarily impeded the progress 
of the work, Avliicli AA^as rendered all the more difficult OAA’ing to the absence 
of any considerable library facilities. The collection of material and com- 
pilation of figures liad therefore to be carried on during spells of vacation passed 
in larger cities Avith better facilities for reference and research. It Avas, therefore, 
nearly 1 avo years after the AA'ork had first been taken in hand that it AV'as finally 
completed, and another A-ear before it could be sent to the press. 

This brief genesis Avill serve to explain the defects of compilation Avhicli the 
author is conscious still mar the value of the work to a very considerable extent. 
It AAas impo.'^'^ible, Avhile these pages AA'ere going through the press, ahvays to incor- 
porate in the text or the footnote.s, any changes that may have taken place affect- 
ing the subject matter of the discussion during the interval betAA^een the time 
aaIicii the AA’ork Avas first completed and it AA'as finally printed. 


In .some cases an eleventh hour attempt has been made to make the discussion 
more up to date by including a brief summary of the most important changes 
But altogether such a Avork must necessarily suffer in the author's opinion from 
tlie short coming of being never exactly up to date. He tliereforc commends this 
Avork to the generous indulgence of the critical reader, not AA’ith any inten- 
sion to minimise the personal criticism against himself, but rather Avith a 
vieAv to secure a better reading for the AVork AA-hich the author honestly believes 
.attempts to meet a mucli felt need. 

Given the character of the subject matter of this work ; given the costliness 
of its production and the limited circle of readers AA’hich might be expected 
for the Avork ; the Avork Avould probably never have been published but fer- 
tile generous assistance of a public spirited citizen, Avho, however, prefers not to 
be named. The author regrets that he should be deprived of an opportunity pub- 
licly to acknoAvledge his indebtedness but for Avhich the child of his brain mi^^ht 
never have seen the light of day. The opportunity is too slight to be .suffered 
to escape altogether Avithout mentioning the direction in Avhich he has 
^received the most valuable assistance. 
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As hinted above, and contrary to legitimate expectations, the atmosphere^ 
of tlie University life in Llysore vas not quite conducive to an undisturbed- 
prosecution of research of the Icind attempted by this work. Equally 
against all probabilities the woik received an amount of encouragement 
while it was going through the press, and the writer obtained facilities for- 
proof-reading etc., which, in view of the position he now occupies, must necessarily 
be regarded as a concession for which he cannot but be grateful. In cases of 
emergency when the printer’s devil required the immediate return of the copy,- 
the time bestowed upon proof-correction has never been grudged by those,- 
•who have much less reason to be generous in this regard, than a body like the- 
University professedly meant to promote research. 

Similarly he has obtained valuable assistance in the compilation of the index' 
and the contents from his present colleagues in the office, which he must here: 
publicly acknowledge. 

In some respects the present form of the book does not quite realise the inten- 
tions of its author. The work was originally meant to be a comprehensive com- 
pendium of Indian financial- problems which could not be regarded as complete- 
without a review of local finance and a discussion of the finances of the Indian.’ 
States, but both these have to be excluded for want of sufficient material to. 
complete the picture. 

Similarly the author has tried, as far as it rested with him, to give point to his: 
criticism of the existing system by formulating specific constructive schemes em- 
bodying his criticism and offering an alternative. The appendix is an illustration, 
of such intention. It might have been doubled by the addition of another Draft. 
Bill, recasting the tariff policy of the country, but for the fact that the entire ' 
policy in that behalf appears to be under consideration by a especially 
appointed committee. Pending report of this committee the author felt ifc 
would be premature to suggest a scheme of his own. 


158, Walkeshwar Road, 


Bo:*ibay, lUh May, 1921. 
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INDIAN FINANCE, 
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^ 

CHAPTER I. 


INTRODUCTORY. 

•’1. “ Able as has ever been the administration of India *” said Disreli at 

^tbe time of tbe transfer, of tbe Government of India to tbe Crown. 

“ Considerable and ■ distinguished as have been the men whom that administration 
has produced, and numerous as hkve been the great captains, the clever diplomats 
and the able administrators of large districts with whom the Government has abounded, 

■ the stale of the finance has always been involved in perplsKlty, and India, that has 
produced so many great men, seems never to have produced a chancellor of the 
Exchequer.” 

"This critique of Indian finance is more than justified, if we consider that in 
■ the course of 66 years from 1792 to the end of the East India Company, the 
.revenue of the Company showed a deficit f during nearly 40 years. The debt 
of the East India Company, which was afterwards made the public Debt o f 
-India amounted to £71,557,389 in 1858 ; and it cost £3 million J a year in interes t 
. alone. The principal sources of Eevenue and expenditure were uncertain, 
unreliable, unsystematised ; and. Einance the most important department 
• of Government, was utterly, inevitably, neglected in the century that witnessed 
rthe labours of a nation to bring into existence a strong settled, peaceful, and. 
perhaps, in course of time, a national Government from amidst the chaos and 
. anarchy attending the downfall of the Mogul Empire. 

An attempt is made in this chapter’ to outline .briefly the salient 
- feature of Indian Finance since the day that India began to pass to the East 
India Company to the time when the Empire was taken up by the Crown of the 
United Kingdom. 


* Sir Charles Wood’s Administration of Indian affairs, by A. West. p. 6C. 

j- The late Mr. Dutt in his work on “ India under Early British Rule " savs, “ It will be seen from 
the figures given above (iroin 1792-93 to 1837-38) that if there were 14 years of deficit, there were thirtv— 
two years ot surplus ; and if the dellcit amounted altogether to nearly 17 millions the surplus amountpii tn 
nearly forty-nine millions. The net financial results of Indian Administration was therefore a surplus of thirtu 
two millions during forty-six years. ” But the figures of expenditure as 'taken by Sir. Dutt are ewl hv.’. 
of the expenditure m England which has in later day phraseology been described as the Home charges Thn 
figures given above include tlie Home charges in the total expenditure ; and on tliat basis the net flinn/'D i 
results of the administration of India by tlie East India Company was a total deficit of over £2-’ OOO o6() i i, 
60 years. There is no reason why the Home charges should not be included in considering thelotal pxnp’nfii 
ture, and -Mr. Dutt liimsef takes them into account though in another connection. ‘ ^ 


t Mr. Wilson m Ins first Budget speech observed-, “ The period embraces 40 vears (IS14-fR-.n>. 
q I that number we had a surplus in 13 j'ears amounting on the whole to 8,895,437 a sum not eaiiil to iiL 
-Jeficit of the present year: and we had deficits in the rem.aininc .3.3 vears amniiTitinrr nr, fim 
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Til© ’follo'wiDg table * giving a general view of tbe Income and expenditure- 
of tlie Government of India under tbe East India Company in India and 
England, though not quite as accirrate as ma}' be desired, serves to make clear - 
the following points of criticism with regard to the finances of the East India. 
Company ever since it became a territorial power. 


REVENUE AND EXPENDITURE IN INDIA. 


Years. 



Gross 

Revenues. 

Gross 

Charges. 

Net. 

Result. 




£ 

£ 

£ 

£ 

1792-93.. 

* , 

• « 

8,225,628 

6,940,833 

+ 1,284,795 

• •44 

1793-94.. 



8,276,770 

6,593,129 

-1-1,683,641 

4 • » • 

1794-95.. 

* « 

« « 

8,026,193 

6,567,808 

-f 1,458,385 

4 . • « 

1795-96.. 

• • 

• • 

7,866,094 

6,888,997 

-}- 977,097 

• • • • 

1796-97.. 

• • 


8,016,171 

7,508,038 

+ 508,133 

• • • • 

1797-98.. 

• • 

• • 

8,059,880 

8,015,327 

+ 44,553 

• • • • 

1798-99.. 


• 

8,652,033 

9,139403 

*•44 

—■ 487,37a' 

1799-1800 


• 

9,736,672 

9,955,390 

• 44* 

— 218, 71& 

1800-01.. 

• • 

« 

10,485,059 

11,468,185 

• •44 

— 983,126- 

1801-02.. 

• « 


12,163,589 

12,410,045 

4 • 4 4 

-+• 246,456 • 

1802-03. . 

• • 

• • 

13,464,537 

12,326,880 

+ 1,137,657 

• 4 • • 

1803-04.. 

« « 

4 4 

13,271,385 

15,395,405 

• 4 • 4 

— 2,124,020- 

1804-05.. 

* « 

4 4 

14,949,395 

16,115,183 

4 4 4 4 

— 1,165,788- 

1805-06..' 


4 4 

15,403,409 

17,421,418 

• • 4 4 

— 2,018,000- 

1806-07.. 

• • 


14,535,739 

17,508,864 

• 4 • • 

— 2,973,125 • 

1807-08.. 



15,669,905 

15,850,290 

• 4.4 

— 180,385- 

1808-09.. 



15,525,055 

15,392,889 

+ 132,166 

4 • • • 

1809-10. . 


4 4 

15,655,985 

15,534,711 

+ 121,274 

4 • • • 

1810-11.. 


IJ 4 

16,679,197 

13,909,911 

+ 2,769,216 

.... 

1811-12.. 


• • 

16,605,615 

13,220,966 

+ 3,384,649 

— 


13,601,666 


1812-13.. 

• • 

. . 16,336,290 

13,515,828 

2,820,462 

4 • • 4 

1813-14.. 


. . 17,228,711 

13,617,725 

3,610,986 

4 • 4 • 

1814-15.. 

. • 

. . 17,297,280 

17,400,272 

4 • • 4 

102, 99r 

1815G6.. ■ 

• • 

. . 17,237,819 ■ 

18,277,365 

4 • • 4 

1,039,540- 

1818-17.. 

. . 

. . 18,077, -578 

18,446,583 

. 4 4 4 4 

369,005- 


* Tlie tujjlgiJias.been constructed from the various returns made to tlie House of Commons and the Ho 
ports of the Select Committee which are regularly appointed since 1772 at each renewal of the Comninv’R 
,, Charter ia 173-3, 1793, 1813, 1833 and 1853. v,ompany s-. 

A. — ^The column of Xet Eevenues includes the gross receipts under the several Revenue heads less, 
repayments and charges of collection that of Net Charges includes the gross expenditure under all heado- 
{except repayments and charges of collection), less receipts under the Service heads of Expenditure 
note. — ^The Receipts and Charges up to 1835-30 are at a shilling the sicca rupee. 
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Years. 



Gross 

Eevenues. 

Gross 

Charges. 

Net. 

Eesulfe.. 




£ 

£ 

£ 

£. 

1817-18.. 



18,375,820 

19,168,485 

• • • « 

792,665- 

1818-19.. 

.. 


19,459,017 

20,839,076 

.... 

1,380,059- 

1819-20.. 



19,230,462 

20,992,123 

.... 

1,761,664 

1820-21.. 

.. 


21,352,241 

21,234,979 

117,262 

.... 

1821-22.. 

.. 


21,803,108 

21,192,410 

610,898 

.... 

18.22-23.. 



23,171,701 

21,428,562 

1,743,139 

.... 

1823-21 . . 



21,280,384 

22,127,475 

.... 

847,097 

1824-25.. 



20,750,183 

23,711,330 

.... 

2,961,147- 

1825-26. . 

.. 


21,128,3’88 

26,082,306 

.... 

4,953,91S 

1826-27.. 

, , 

, , 

23,383,497 

25,779,817 

.... 

2,396,320' 

1827-28.. 

.. 


22,863,263 

26,014,407 

.... 

3,151,144 

1828-29.. 



22,740,691 

23,668,320 

.... 

927,620 

1829-30. . 

, * 

, 

21,695,208 

20,624,674 

• 1,070,534 

«... 

1830-31.. 



22,019,310 

21,680,471 

338,839 

.... 

1831-32.. 



18,317,237 

18,524,828 

. • • • 

207,591 

1832-33.. 



18,477,924 

18,742,256 

.... 

264,33? 

1833-34.. 



18,267,368 

18,217,969 

49,399 

« . . ♦ 

1834-35.. 

• « 

• 

26,856,547 

13,847,364 

8,009,283 

« • • • 

1835-36.. 

• « 

• 

20,148,125 

18,104,618 

2,043,507 

* . . w 

1836-37.. 


• 

22,359,967 

19,72], 605 

- 2,638,362 

• . . 

1837-38.. 

« 

, 

21,610,557 

20,011,600 

1,598,957 

« . • k. 

1838-39.. 

• 

• 

21,632,680 

21,480,596 

152,084 

* * • % 

1839-40. . 

* • 


20,151,750 

22,399,942 

. • » • 

2,248,192 

1840-41 . . 

• 

. 

20,851,351 

22,721,481 

«... 

1,870,130 

1841-42.. 

• 

• . 

21,840,018 

23,723,432 

.... 

1,883,414 

1842-43.. 

• • 

« • 

22,616,487 

24,052,405 


1,435,918: 

1843-44.. 

. 

- • 

23,586,673 

25,121,643 

.... 

1,535,070 

1844-45.. 

« 

• • 

23,666,246 

24,459,328 


793,082 

1845-46.. 

• • 

« . 

24,270,608 

25,865,676 



1,595,068. 

1846-47.. 

• • 

• • 

26,084,681 

27,120,630 

—1,035,949 


1847-48.. 

• • 

• . 

24,908,302 

26,947,545 

—2,039,243 


1848-49., 


• « 

25,396,386 

26,967,708 

—1,571,322 


1849-50.. 

• • 

• . 

27,522,344 

27,148,344 

374,000 


1850-51.. 


• . 

27,625,360 

27,205,562 

+ 419,798 


1851-52.. 

. . 

• • 

27,665,145 

27,151,377 

+ 513,768 


1852-53.. 

. • 

• • 

28,429,275 

28,045,376 

+ 383,899 


1853-64.. 

• • 

• • 

' 27,916,058 

30,183,227 

—2,267,169 


1854-55,. 

• • 

• • 

28,959,822 

1,898,782, 

—1,938,960 


1855-56.. 

• • 


30,671,958 

31,971,872' 

—1,299,914 


1856-57.. 

a • 

- • 

31,415,559 

31,971,084 

—55,525 


1857-58. . 

• • 

« • 

31,643,267 

40,044,552 . 

—8,401,285 

t • » tk 
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(1) Both the Revenues and the expenditure axe constantly increasing. 
Rut in neither case is any attention paid to the scientific construction of a 
proper financial system. With the exception of the Land Revenue, all other 
sources of revenue are those prevailing in the conquered or annexed territories 
without any attempt at a proper distribution of the burdens of taxation, or 
any attention to the economic eSects of the taxes. 

(2) As regards expenditure the most absorbing items were War and 
the Company’s Investment, or what afterwards developed into the Home 
Oharges. Here, too, no attempt Avas made to lay out money for the all-round 
development of the country. As the territory under the Company’s jurisdiction 
was constantly increasing, the few endeavours at organizing the civil admini- 
stration, and concentrating attention on the internal development of the 
4;ountry, were bound to be frustrated by the altered conditions. The military 
expenditure was necessarily uncontrolled and uncontrollable. 

(3) Each case of deficit was met by borrowing without any attempt being 
made to increase the revenues or reduce the expenditure and thus secure an 
.equilibrium permanently. The country was in a state of ceaseless wars. As the 
julers of India under the Company had not yet mastered the science of War 
Finance, their only remedy was to postpone the evil day by borroAving. This 
.■system more than justified the remark of Wilson — the first Finance Minister of 
India — “that the conditions of Indian Finance was one of chronic deficit.” 

(I) Almost all of the foregoing evils Avere due to the Avant of a separate 
(departmentof Finance. All the members of the Supreme Government — the 
vGovarnor General in Council — Avere equally employed in making and unmaking 
Mugs. No one, therefore, had any time or thought for hlnance. 

11. PRINCIPAL SOURCES OF REVENUE. 

LAND REVENUE. 

The most important source of the East India Company’s revenue, ever since it 
became a territorial poAver in 1765 by the acquisition from the Moghul Empero . 
— the sovereign de jure of the country—of the DiAvani of Bengal, Bihar and 
Orissa, was the revenue from land. We do not, of course, take into consideration 
the revenues of the Company from the profits of its trade, not only because such a 
discussion would be outside the limits of om subject, but also because ever since 
the counting-house clerks had abandoned the pen for the SAvord, the Company’s 
trade profits were steadily ebbing aAAmy as much on account of the ncAv Avar ex 
penditure, as _^by the scarcely concealed dishonesty of their servants. Land 
Revenue, therefore, is a most important — and for a long time the most 
iruitful— source of the East India Company’s income. 
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(A) LAND REVENUE IN BENGAL, BIHAR AND ORISSA. 

On the acquisition of the Diwani of the three richest Provinces of the MoghuE 
Empire, Lord Clive continued the system of revenue collection which he found 
in operation in the Provinces. The system was essentially the system established 
by the great minister of the greatest Moghul Emperor. According to Todar Mall s 
system, all lands were divided into three classes. The share of the State was 
then fixed at one--third of the produce, which was afterwards converted into an 
equivalent in cash. This cash demand was fixed unalterably for a period of 
3 '-ears, and was, under Akbar, collected from the cultivators (or land-owners) by 
the officers of the State. Mr. V. S. Smith supports the view that Alcbar’s 
settlement Avas Ryotwari — with the cultivator direct.* Though the revenue 
demand varied in different provinces, as a rule it was one-third of the produce 
double the previous rate ; but then Akabar had remitted many other dues and 
taxes. In the century and a half that followed Todar Mall’s famous settlement in 
1582, various changes Avere made, both in the amount collected as Avell as in the 
mode of collection. The amount collected had been increased as folloAVS ■}• : — 

Todar Mall’s Settlement 1582 .. .. .. Rs. 10,693,152 

Sultan Suja’s „ 1658 .. .. „ 13,115,907 

Jafar Khan’s „ 1722 .. .. „ 14,288,186 

Suja Khan’s „ 1728 .. .. „ 14,245,561 

The mode of collection Avas altered OAAUng to the groAving interposition of 
capitalist Revenue farmers Avho paid the State in advancej, and in exchange 
undertook to collect the share of the State demands from the cultivators. If 
they could realise more than they had paid to the State the excess Avas kept by 
them as their profit ; and they naturally took care to make their collections 
exceed their payments. If, however, by some unforeseen circumstance, like a 
famine or Avar, the collections fell beloAV the payment, the contractors had to' 
bear the loss. 

§ Prof, J. IST. Sarkar in his work on India under Aurangzebe gives the- 
following figures of Revenues for Bengal, Bihar and Orissa at different periods. 


* Cp. A^incent Smith’s Akahar pp. 370-380, Imperial Gazetteer A’'ol. IV, Ain-Akahari. See also 
Mr. Aloreland’s recent study called, “ India at the Death of Akbar. ” 

t These figures are gwen in an apiiendix to the minute of Sir John Shore, afterwards Lord Teign‘ 
mouth on the question of Permanent Settlement in Bengal 1790. Printed in V Beport 1793 of the Select 
Committee. 

J As to Avhen and hoAv exactly the system of revenue farming came into A'ogue, Ave haA'e no precise know-- 
ledge. Probably it came into existence between 1707 and 1740 owing to the wakening of the central authority 
of the Moguls, and the dread of the Maharatta horse let loose to collect the Ghouth. 

§ The figures rmry considerably, and they are often incredibly large. It must be remembered that' 
they are for not the same area in any two cases. 
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The total Provincial Revenue was : — - 


Year. 

Bihar. 

Bengal. 

Orissa. 

Total. 

1594 

55,47,985 

1,18,18,167 

31,43,316 

2,05,09,468 

1648 

1,00,00,000 

1,25,00,000 

50,00,000 

2,75,00,000 

1654 

1,36,32,523 

1,14,46,450 

56.39,500 

3,07,18,423 

1665 

95,80,000 

• • • • 

72,70,000 

1,68,50,000 

1695 

95,18,250 

1,15,72,500 

1,01,02,625 

3.11,93,375 

1697 

1,21,50,000 

4,00,00,000 

57,07,500 

. 5.78,57,500 

1700 

73,58,613 

1,31,15,903 

43,21,025 

2, 47,95, .541 

1707 

1,01,79,025 

1,31,15,906 

35,70,500 

2.68,65,431 

1720 

94,60,434 

1,40,72,725 

.... 

4.35,33,159 


As already observed, Clive and his immediate successors continiiCd the system. 
The revenue demands of the Bengal* Subah in the three years immediately preced- 


5ng the grant of the Diwani to the Company were : — 

In 

1762-63 

Rs. 64,56,198 


1763-64 

„ 76,18,407 

(E.I.Co.) „ 

1765-66 

„ 1,47,04,875. 


The very first year of the Company’s rule made an increase of nearly 80 per 
<5eut. And this increase in collection was progressively maintained in spite of 
■famine. “Notwithstanding the loss of at least one-third of the inhabitants 
wrote Warren Hastings about this time, “ of the province and the consequent 
•decrease of the cultivation, the net collections of the year 1771 exceeded even 
those of 1768.t” The following table illustrates the steady growth of the Com- 
pany’s demands from 1765 to 1779. J 


1765-66 

. . £ 2,258,227 

1772-73 

. . £ 2,886,968 

1766-67 

. . £ 3,805,817 

1773-74 

£3,160,186 

1767-68 

. . £ 3,608,009 

1774-75 

.. £ 3,574,915 

1768-69 

. . £ 3,787,207 

1775-76 

. . £ 4,198,017 

1769-70 

. . £ 3,341,976 

1776-77 

. . £ 3,971,440 

1770-71 

. . £ 3,332,342 

1777-78 

. . £ ‘3,688,088 

1771-72 

. . £ 3,259,564 

1778-79 

. . £ 3,782,690 


The mode of collection was also changing imperceptibly. The East India 
'Company at first collected its revenues from the Native Agents of the Nawab of 
Bengal (1765-1769). Maharaja Nandkumar and Mahomed Eeza Khan were th& 


. * ir.B — Sir John Shore in his famous minute of 18th June 1789 asserts that Zainindars existed in 
■thetnneof Akbar and they existed when Jaffar Khan was appointed to the administration under him and 
his successors. 

t Quoted in Hunter’s Annals of Eural Bengal. 

* J These figures are for the Total Kevenues of the Province, not Land Eevenues alone. The land 
sevenue figures are : — 


1771-72 

£ 2,341,951 

1772-73 

£ 2, '298, 441 

1773-74 

£ 2,438,405 

1774-75 

£ 2,777,870 

1775-76 

£ 2,818,017 

1776-77 

£ 2,755,043 

1777-78 

£ 2,330,042 

1778-79 

£ 2,656,809. 



7 


ftwo distinguislied Collectors of tlie period. Butin 1769 English, supervisors were 
:appointedto superintend the collection of Bevenue and administration of justice. 
This double Government was as expensive as it was inefficient and therefore in 
'1772 a five years settlement was made by Warren Hastings. The constitution of 
'the Company’s Government had altered considerably when this first c[uinquen- 
snial settlement of land Revenue expired in 1777. The Government of the day 
.and particularly Philip Francis, the indefatigable opponent of Warren Hastings 
'proposed to fix permanently the “ jumma ” or land revenue and make it a mat- 
-ter of public record. But Warren Hastings preferred annual auctions on the 
toffchance of securing a greater revenue to the Company. The only concession 
'that he would make was to give a preference to the old Zamindats in auctioning 
ithe land. For the next three years, 1778, 1779 and 1780 annual settlement of 
revenue by public auction was adopted ; and thus the doubtful practice of the 
Jiloghul Subhas seemed to receive the approval of the Company’s Government. 
Jt was continued for another ten years even after the reforms of 1781, when 
a complete code of Regulations was issued for the guidance of Revenue officers 
.n.nd Civil Courts. At the seat of Government a central Revenue Board, called 
d;he Committee of Revenue, was formed, which also approved the principle o f 
annual settlements of Land Revenue in the plan it submitted for improving the 
•system and increasing the yield. In auctioning, however, preference was to 
-be given to the Zamindars. 

No wonder that under this system of annual revisions of revenue demands, 
;payable in cash, the results were disastrous. Lands passed inevitably into the 
•hands of money lenders who could not possibly have any interest in agriculture. 
“Speculation in land became a most fashionable — if somewhat risky — occupation* 
And though the Company’s treasury benefited to the extent of Rs. 26,00,000 per 
jyear, the increasing poverty of the little people and their abandonment of lands 
-boded little good to the State in the near future. 

The Directors of the Company, however anxious they may have been for thn 
•dividends of the shareholders, could not for ever close their eyes to this suicidal 
policy. In their instructions to Lord Cornwalhs, dated the 12th April, 1786, they 
anade'clear their disapproval of the annual settlements, even though they occasion- 
ally resulted in increased revenues. The exclusion of Zamindars — the capitalists 
•of the country — ^in favour of mere speculators — Sezawals and .Amins — could not 
but prove prejudicial to the interests and the well-being of agriculture, and the 
possible increase in the revenues might, not inconceivably, be counterbalanced 
•by the defalcations, inevitable when such large sums had to be collected from 
••such persons. The Directors, therefore, favoured revenue settlements with 
•hereditary Zamindars declaring that : — 

“ .A moderate Zumma or assessment, regularly and punctually collected, unites tho 
consideration of our interests with the happiness of the Natives, and security of the ' 
landholders more rationally than any imperfect collection of any exaggerated Jumma 
to be enforced with severity and vexation.*” 

. ■ I — — — - ■ — — --- » ■ - — 

• Select Committee’s V Eeport p. 13 quoted by Dutt p. 82 . 
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And, as a preliminary step to the erentnai conolnsionof a 
aettlement o£ Land Eevenue, they directed Lord Cornwalhs to oonclnde a ten- 


3 >-ears’ settlement. 

Lord Cornwallis, an English Nohleman and Land-owner, could not but sym- 
pathise with the landed interest-such as it was at the time-m 

of Eevenue-the new designation of the Committee of Bevenue of 1/81-couicl 
not, however, advise an immediate settlement for ten years before the necessary 
inquiries were carried out. But in spite of the many pre-occupations and anxie- 
ties of a great war and of the reforms in the whole organization of administration 
Lord Cornwallis succeeded in establishing a permanent settlement of Land 
Bevenue in Bengal, Bihar and Orissa before he left India. 


We shall postpone to a later chapter the discussion from an economic stand 
point of the relative merits of the different kinds of Land Eevenue settlement. 
In this brief resume of the Company’s policy with regard to the most important 

of its sources of revenue, it would suffice to indicate the motives which influenced 

the authors of the Permanent Settlement in Bengal. Says Sir J . Shore— afterwards 
raised to the peerage as Lord Teigumouth— the able councillor of Lord Cornwallis, 
and Governor General of India 1795-1798, in his celebrated minute (18th June 
1789) on the Permanent Settlement of Land Bevenue in Bengal : — 


“ The leadinc principles upon which I shall ground my propositions for the ensuing 
settlement are two : The security of Government with respect to its revenues and the 
security of protection of its subjects. The former will be best established by concluding 
a Permanent settlement with the Zamindais or proprietors of the soil. The land their 
property is the security of the Government. The second must be ensured by carrymg 
into practice, as far as possible, an acknowledged maxim of taxation. The tax Mliicli 
each individual is bound to pay ought to be certain, not arbitrary. The time ot 
payment, the manner of payment, the quantity to be paid ought all to be clear and 
plain to the contributor and every other person.^’"” 


Sir John seemed to have somewhat abated bis ardour for Permanent Settle- - 

jnent as shown by a later miuute.* But Lord Cornwallis remaiimd firm. His 
minute of 3rd Eebruary 1790 revieAved Sir John’sf new arguments and replied to- 
them. The Directors approved of His Lordship’s views in their despatch of 
29th September 1792. And thereupon Lord Cornwallis issued a proclamation, 
on 22nd March 1793, announcing the permanency of Settlement Avhioh had 
already been concluded or was yet in progress. And Begulation I of 1793 
was passed accordingly. 


The revenue demand from the Zamindars of Bengal, fixed in 1793 for all time to- 
come, was calculated at 90 per cent, of the gross rental, and had amounted in 
1790-91 to Es. 2,68,00,989. This was as high as it was possible to go at the time. 
It was three times the collection of Maharaja Nandkumar in the last year of 
the Hay^ah’s rule 1764-65, being only 81,75,533 ; and double the collection in the 


* The last words of the minute recall — if they do not reproduce verbatim — one of the famous 
«aimous of taxation laid dovn hy Adam Smith. But in respect of this Land Tax (or rent ?) the canons of." 
taxation were by no means always attended to. 

t Sir John Shore’s minute is planted in Eeporfc V 1812. Lord Corgwalli’s minutes also in the sam. 
iocament. 
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first year of the Company’s Diwani, 1765-66 being Rs. 1,47,01,875. So that it 
ivas raised within a generation by 200 per cent. It needs but to mention this 
figure to show (1) that the Permanent Settlement of 1793 did not in any way err 
on the side of liberality at the time it was made, whether we consider the actual 
amount demanded, or the proportion (90 per cent.) of the rental fixed as the 
basis of the demand. (2) But it also shows that the demand being once fixed, the 
Zamindars, whether they were originall}’ land-owners or not, got full proprietory 
rights in their Zamindaries ; that capital investment in agriculture was thereby 
encouraged, and that to-day the amount paid by way of land revenue to the 
State in Bengal, Bihar and Orissa, is a steadily diminishing proportion, being less 
than 25 per cent, of the total rental of the landlords. 

(B) LAND REVENUE SETTLEMENT IN MADRAS. 

In Madras the situation of tlie East India Company was materially different. 
Though the first beginnings of theComjjany's militaiy power were made in Madras, 
> and though the defeat of the rival European power was crushing and complete, 
for a long time theCompany's possessions in the Peninsula remained insignificant. 
Viewed only as a military incident the Battle ofV'andewash was, perhaps, a much 
greater victory than the Battle of Plassey. But the consequences were different. 
The.triimiph of Plassey led irresistibly to the Diwani of Bengal, Bihar and Orissa; 
the victory of "Wandewash was dissipated in the ill-timed haste of the Company’s 
servants to enrich themselves. Instead of the Company acquiring any perma- 
nent interest in the administration of the territories of the Nawab Mahomed Ali 
of Karnatic, their dominant position was used by the Company's servants — a sit 
was also used in Bengal but for a much shorter time — for their own private ends. 
The Nawab’s vices ministered to the greed of his allies. He Avas induced or blus- 
tered into contracting debts of enormous sums to the servants of the Company, 
Avho charged interest, not in propqfftion to the A'aliie of the money lent, but in accor- 
dance Avith their calculations of getting rich*. The only secmity that the NaAA'ab 
could offer to his grasping creditors Avas the revenues of his dominions, AA'hich Avere, 
therefore, collected by the Company’s servants in the name of the NaAvab. This 
AA'holesale farming of the reA-enues of the richest proA'inces AA’^as obAdously inconsis- 
tent Avith any dictates of moderation, forethought or statesmanship. The i\Iadras 
Presidency, therefore, has no revenue history right upto the close of the 18th 
century, beyond the miserable story of the insatiable greed and unbounded rapacity 
of the Company’s servants and the NnAA-^ab’s creditors. The reA’-enues from the 


* notorious Paul BenfleUl made such an ample fortune in a short time that in 1782, when the 
question of the Kawab’s debts was brought before Parliament, he had at least 10 A'Otes inthataugust bodjr- 
at his disposal. 

IV Peport Committee of Secrecy 1782 pp. 072-74 

N.B. — Total surplus for the period £ 897,642 ") 

Total deficit „ „ „ £ 941.782 J -^^139. 
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* districts wliicli tlie Company iiad acquired 'svere often insufficient to meet 'the 
•expenditure as the following table shows : — 


Year. 

Total Revenue. 

Expenditure 

Net. 

Siu'plus or 
deficit. 


£ 

£ 

S 

1767-68 

381,330 

489,012 

— 107,682 • 

1768 69 

369,720 

691,471 

— 321,751 

1769-70 

500,100 

467,492 

+ 36,608 

1770-71 

562,359 

434,392 

-f 127,960 

1771-72 

558,860 

407,446 

-f 1.51,414 

1772-73 

529,233 

309,138 

220,095 

1773-74 

524,762 

407,144 

4- 117,618 

1774-75 

503,629 

454,589 

-f 49,040 

1775-76 

514,591 

345,867 

4- 168,724 

1776-77 

563,349 

533,182 

4- 30,167 

1777-78 

283,198 

485,830 

— 202,632 

1778-79 

494,208 

803,924 

— 309,716 


The history of British rule in the Madras Presidency, as we know it to-da}', 
•can be said to commence properly only after the final defeat of Tippu Sultan inl799. 
It is true the Northern Circars had been acquired long before that, along Anth the 
Diwani of Bengal in 1765. But the cession, though made by the titular emperor 
of India, was not quite accepted by the de facto ruler of the Province — the Sube- 
dar of the Deccan — till the time of the Mysore Wars. The Court of Directors had 
instituted a Committee of Circuit as early as 1775 for those districts, with a view 
to make some definite arrangements for the collection of land revenue from those 
•districts. But the committee was abolished by Bumbold in 1778, and he made a 
five years’ settlement udth the Zamindars of the Northern Circars, after enhancing 
the revenue demand by 50 per cent. The practice of annual settlements was re- 
-sumed in 1783 which lasted up till 1786, Avhen a three years’ settlement was made 
which was changed into five years in 1789, the State demanding two-third of the 
Zamindars’ gross collections. The same arrangements were made with the new 
District of Guntoor acquired in 1788*. 

Besides these Zamindari lands, there were in the Northern Circars, also other 
lands, known as the Haveli lands belonging more directly to the Government 
These lands were mostly tracts adjoining the chief cities, and reserved, under 
the old regime, for the supply of the garrisons and Civil Government. After the 
••establishment of British rule in the Circars, these lands were left to be settled at 
the discretion of the Government. And the Company at first adopted the system 
-of farming out the revenues of these districts through the agency of speculating 
renters f The existence of the village community was ignored, in spite of the im- 
memorial custom, accepted by all previous rulers, in settling and collecting the 
-land revenue through the agency of the village Corporation. The first reform was 
anade in 1787 when revenue collectors were appointed, who adopted two difierent 


• Vide Beport 1812. . 


t Vide Eeport 1812 p. 85 
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^methods of collection. In some places the farming system was continued while 
an others the practice of collection in kind from the cultivators direct was adopted. 
'This may be taken to be the beginniiig of the later-day Ryotwari system, though 
'the general practice at first was for the Collectors to make settlements with the 
head inhabitants of the villages, who then made a separate arrangement with 

• each individual cultivator. In *1794. the Company abolished the chief and Councils 
-and the Collectors became directly responsible for revenue settlements under the 

Board of Revenue*. 

The Zamindary lands in the R’orthern Circars were permanently settled in 
1802-5 under the influence of Lord Clive The Haveli lands were then parcelled 
-out into Moolahs in the same period, each yielding a revenue of between 1,000 to 
- 5,000 Star Pagodas, and were sold b}' public auction as permanent Zamindaries. 

• So also the Jaghir lands round about the town of Madras. 

The other districts of the present da)’ Jladras Presidency were acquhed between 
1792 and 1802. Cornwallis added to the Company’s possessions, in the South Salem 
.and Krishnagiri and the Baramahal after the Peace of Seringapattam. Welle- 
.•sley annexed Canara, Coimbatore, and Palghat from the Slysore territory in 1799. 
The Raja of Tanjore, who had been ousted in 1773 to satisfy the greed of Maho- 
„<med Alli’s creditors and restored in 1776, was now finally deposed ; and his terri- 
-tories helped to round up the Company’s dominions; while his old oppressor — the 
j^fawab of Arcot — was made by the same Pro-consul to retire on pension, and the 
whole of the Carnatic was added. The countiy between the Krishna and the 
'Tiingabhadra was ceded by the Nizam, under the subsidiary alliance, and the 
,j\Iadras Presidency was practically completed. The settlement of these new dis- 
tricts was for a long time a vexed question. The generation which had influenced 

• und carried out the Permanent Settlement of Bengal was jmssing away. The 
needs of the Compam^ were constantly growing and the conclusion of a fixed 

•• settlement — unalterable at any time in the future — was beginning to be regarded 
-as injurious to the interests of the Government. 

Conspicuous among the settlement officers of the time stands the name of 
. Sir Thomas Munro, His first settlement experience was in the Baramahal which 
he settled on the Byotwari basis completely in 1798. The new system was all 
the more easily adopted as there Avere no great land-owners in the country, corres- 
ponding to the Zamindars of Bengal, or the Northern Circars. It involved much 
. greater trouble in management, owing to there being 20,000| different individuals 
irom whom the revenue had to be collected. But the total yield was considerable, 
..and Munro became confirmed by this experience in the belief regarding the advant- 
.ages of a RyoWari settlement. He did, indeed, desire an element of permanency 
.in the arrangements with the Ryots in order to stimulate improvements in agri- 
•>£ulture. But the Madras Government did not adopt the suggestion. He was 

* V Ileport ibid 1812 pp. 93-08 

t A son of tlie great Lord Clive. 

J Munro’s letter dated 21st September 1800. 
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then appointed to settle Canara (1801) and the Ceded Districts of the hiizanti 
(1801-07) in all of which he adopted the system of settling and collecting the - 
revenue from each individual cultivator. From an exclusively revenue stand- 
point the results were eminently successful, as the revenue from land ^vas raiseil 
from £402,637 as it was before the Settlement''" to £606,909 after the ■ 
Settlement. But the mischievous princiide was cstal)lishcd whereby revenue 
officers began to judge of tlieir efficiency according to tlic amount of tlieir 
collections, no matter what the liardships of the practice jnight be. 

The Malabar Districts also, whicli liad been actpiircd in 1792, and were at first 
made over to the Bojnbay Government, were also settled mostly on a Ryotwari 
basis. The experience of the Bombay authorities in eight, year.s of administration 
was not very encouraging. They had at first adopted t.he system of annual settle- 
ments with the Rajas and Nair Chiefs, but on the failure of the latter to pay punc- 
tualty, their lands were confiscated. They made a futile rebellion. The Province 
was then transferred to tlie Madras Government, wlio, under tlic direction of Lord 
Clive, made some settlements with tlie Nair Chiefs : but thev were gradually ousted 
and separate settlements with individual cultivators became then the rule. 
The same fate befell tlie Pattakdars of the Tanjorc territory which, was annexed in ■ 
1799. The Pattakdars wore the head ryots treated by the old Rajas as tlie middle 
me'n for their revenue dcinand.s. Idic British Goyermnent made settlements with 
individual cultivators (180-1) fixing tlic revenue with reference to the produce of an 
average number of years, Avithout any .survey valuation of the lands. 

The Polygars of the Karnatik fared hardly better. The first settlement under 
the British Government (1799-1800) raised the revenue demand at once by 117 
per cent, again, st which the Southern Poh’’gars openly rebelled, but the rebellion 
Avas put doAvn and a number of estates Avere confiscated. The reyenue demand, 
was made progressive for several years, to be fixed ultimately at 66 per cent, of the 
gross collections, and A\'as aftcrAvards reduced by the permanent settlement of 
1803 to 51 percent, of the gross rental in the districts of Tine\'clly, Ramnad, 
Sivaganga. This system AAvas aftei’AA’ards adopted in other parts of the Karnatic 
excepting Chittoor Avhere most of the Polygar estates Avere confiscated and 
settlements Avere made Avith the tenants directly. 

The whole question of the Land Revenue settlement formed the subject of a 
very animated discussion in the early years of the last century (1807-1820), the 
Madras system being the occasion and and the focus of the discussion. The respcc- 
thm merits of the three different systems— theBengal system of Permanent Settle- 
ment (Zamindari),the Madras system of RyotAvari settlement, made permanent as 
suggested by Munro in 1807, and the MauzaAvari settlement Avith the village com- 
munit 3 q as suggested by the Madras Board of Revenue — Avere hotly debated upon. 
The R 3 *otAA’’ari system AA^as urged by Munro as combining the advantages to the 
'Government and to the people if certain modifications he suggested AA'ere made. 


* Y. neport 1812 O. 124. 
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^'The settlenieat witli the Ryots, he thought, ought to be made permanent, after the 
- demand Avas reduced from 45% of the produce to 33’i%. That Avould en- 
• -courage agriculture, not only because a larger margin would be left to the culti 
vators, but also because new lands Avould be taken into cultivation more readily. 
The two other alternatives did not meet with the approval of the Court ofDirectors, 
-and so the Ryotwari system was ordered to be adopted, without the changes sug- 
-gested by the statesmanship of Munro, in all the new Provinces. 


The following table shows the growth 

of Land Revenue 

in the Madras 

IPresidency under the Compan}” : — (1800-1837). 

MADRAS LAND REVENUE. 
Year. £ Year 

1792-93 . . 742,760 1815-16 


£ 

3,609,668 

1793-94 


789,050 

1816-17 

4 • 

3,826,107 

1794-95 

• • 

891,640 

1817-18 

» 4 

3,856,433 

1795-96 

• • 

929,200 

1818-19* 

4 4 

3,799,410 

1796-97 

• • 

900,534 

1819-20 

• • 

3,791,931 

1797-98 

• 4 

732,983 

1820-21 

4 4 

3,738,460 

1798-99 

« • 

856,866 

1821-22 

4 

3,708,404 

1799-1800 


883,539 

1822-23 

, 

3,769,369 

1800-01 

• 4 

957,799 

1823-24 


•3,741,100 

1801-02 

• 4 

1,095,972 

1824-25 


3,765,212 

1802-03 

• 4 

933,108 

1825-26 


3,798,682 

1803-04 

4 

921,646 

1826-27 

* ^ 

3,669,312 

1804-05 

• * 

993,849 

1827-28 


3,605,226 

1805-06 

4 • 

1,097,416 ' 

1828-29 


3,649,012 

1806-07 

4 4 

963,440 

1829-30 

4 4 

3,522,100’ 

1807-08 

4 • 

1,039,671 

1830-31 

4 4 

3,460,329 

1808-09 


1,057,628 

1831-32 

• 4 

3,252,117 

1809-10 


1,184,253 

1832-33 

• 4 

2,940,703 

1810-11 

• « 

1,071,666 

1833-34 

. * • 

3,176,708 

1811rl2 

■ « 

1,048,844 

1834-35 

4 4 

3,256,855 

1812-13 

m • 

1,159,778 

1835-36 

• 4 

3,297,602 

1813-14 

• • 

892,793 

1836-37 

» • 

3,161,490 

1814-15 

• • 

3,887,555 

1837-38 

• • 

3,431,270 


(C) LAND REVENUE IN THE NORTHERN PROVINCES 
AGRA AND OUDH. 

The districts which are' comprised to-day in the United Provinces of Agra 
-and Oudh came under the British rule very gradually. Benares and the terri- 
tories around were annexed by Hastings in 1775 on the death of the Hawab of 
Oudh. Allahabad and the adjoining districts were ceded b3ythe Hawab in 1801 
The conquests of Lord Lake in the Maratha War of 1802-03 brought Agra and the 

basin of the Ganges and the Jumna, finally the province of Oudh was annexed 
:in 1856. ‘‘^annexea 
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The first to he settled was the Benares territory. The Eaja of Benares hy a- 
treaty of 27th October 1794; relinquished all his rights to theBritish Government 
except the Zamindari rights over the tract which had formed the original patri- 
mony of his family. In the following 5 '’car a permanent settlement, similar to that 
of the Bengal Settlement, was made Avith tlie village Zamindars. 


The districts ceded by the Nawab of Oudh ini 801 and tlie Provinces conquered’ 
by Lake in 1802-03 were the next to acquire a settlement. Henry Wellesley was 
the first administrator of the ceded districts and he made a three ycars'settlcment 
raising the revenue by nearly 25 per cent, over the Nawab's dcmaiKPA ByBcga- 
lation XXXV of 1803 it was notified that after the first triennial settlement, ano- 
ther settlement for three years would be made, to be followed by one of four ye.'irs,.. 
and at the end of ten years a permanent settlement would be made. The conquer- 
ed provinces Avere also placed under the .same regulation. Eogulation X of 1807.. 
repeated this pledge. But, meanAA-hile, the Special Commissioner.s appointed in 
1807 — Cox and Tucker — pronounced against a Permanent Settlement concluded 
so soon after the acquisition of the territories f. And though tlieir suggestion.s Avere- 
condemned by Colbrook in a strong minute of that year, the Directors had already 
reabsed the value of temporary settlements and tliey declared themselves against 
permanent settlement in no ambiguous terms. Lord Minto and his councillors-, 
fought hard against this policy of “ Grasping at the higliest revenue and Avring- 
ing from our peasants the utmost rent ; ” but to lio avail. The directors looked 
not so much to the ultimate interest of the country, but to their OAvn diAudends,. 
(Avhich AA^ere after 1813 seriously threatened by the curtailment of their trading, 
monopoly) AA'hich could not but derive considerable benefit from the steady in*- 
crease in revenue as- shoA\m by the table J : — 


CONQUERED AND CEDED DISTRICTS-NORTH INDIA. 


Year. 

Land 

Eevenue. 

Total 

Eeveniie. 

Year. 

Land 

Eevenue. 

Total 

Eevenue. 


£ 

£ 


£ 

£ 

1807 

2,008,955 

2,065,396 

1813 

2,508,681 

2,931, 90(> 

1808 

2,042,347 

2,304,004 

1814 

2,502,223 

2,815,570 

1809 

2,254,791 

2,579,949 

1815 

2,483,133 

2,891,045 

1810 

2,392,862 

2,782,642 

1816 

2,665,667 

3,130,853. 

1811 

2,414,737 

2,741,728 

1817 

2,626,761 

2,926,923 

1812 

2,224,709 

2,646,858 

1818 

2,892,789 

3,262,355 


The Nawab’s Land : 

revenue assessment Avas Es. 

1,35, 23,474. 




British Assessment. 

Pirstyear Es. 1,50,10,027 

Second year „ 1,01,62,780 

Tiiird year ' „ 1,08,23,003 

Dutt : India under Early British Buie p. 175. - 
•f L. Eep. dated 13th of April 1808 Colbrooh’s minute of 17th March 1820. 

. , , difference between the Land Eevenue and gross or total revenue is accounted for bv th& 

«I>-^tuous liquors in «iSe^?. 

„ ,, , revenue of the ceded districts and conquered provinces were calculated bvHenrw 

clSVlKdtrrS^^^ ^^ttled. The flgure was very uearlk- 


Lord Hastings and liis Councillors made one more effort for a Permanent- 
Settlement in these parts. 

“ It is our unanimous opinion,” they -nToto, “ that tlio system of a Permanent • 
Settlement of the Land Revenue, either upon the principle of fixed Jumma or of an - 
assessment determinable by a fixed and invariable rate, ought to bo extended to the - ‘ 
(Jeded and Conquered Provinces. * ” 

But the Directors’ reply was once more unmistakable and peremptory. In 
1819 Holt Mackenzie — the Secretary to the Board-had recommended a settlement 
with the village communities, wlierever they existed, after a .sj’stematic survey 
and inquiry with the rates of Revenue equalised as between the different 
districts|. By 1821, Permanent Settlement had become altogether ^out of the- 
question. Mackenzie’s suggestion was, therefore, accepted as the working basis. 
The Government Resolution of 1822 in.si.sted upon the revenue demand being 
made at a fixed and moderate rate, and recommended tliat settlements be made 
with the landlords wherever they existed, and with the village communities ■ 
where land was held in coparcenary. Regulation VII of 1822 declared the 
principles on which the settlement of Land Revenue in those Provinces was to 
be made. The Settlement was made village by village or estate by estate 
The assessment was to be so fixed as to leave to the landlords a net profit of 20 
per cent, of the Jumma, or, in other words, the State demand was to be as high as 
S3 per cent, of the rental. In those estates which were held in common tenancy, 
the State demand was to be as high as 95 per cent of the rental, the 5 per cent- 
dcduction from the total rent being allowed by way of Maliknna allowance. 
This was the first attempt to carry out to its logical conclusion the theory of the - 
State ownership of land. 

The policy of exacting the utmo.st po.ssible from land was bound to, and did, 

. indeed, defeat itself. Within ten years after the Regulation of 1822 Lord William 
Bentinck had to reduce the State demand from 83 to 66 per cent, aiid fix a period 
of 30 years during which a settlement was incapable of revision or enhancement§. 
Martins Bird was appointed to make a new settlement on this basis;and his labours - 
of nine years( 1833-1842) laid the foundation of the present Land Revenue systenr 
of the United Provinces. He started by making a summary of all the land in a 
given area, and included every field within the area in a map prepared for. the pur- 
. pose. A professional survey was then made showing separately the cultivated and. 
uncultivated lands. Then followed the most arduous portion of the work. The 
land tax for an entire area was fixed, to be apportioned finally, among the villages- 
comprised within the area. Though the rule of 66 per cent of the rental was adopt- 
ed, and previous assessments, the nature of the soil and crops were taken inta- 
consideration, the determination of the rental was none the le.ss a guess-work, 
depending t^ery much upon the personal bias of the settlement officer. The idea . 

* Eevenue Letter of ICth Septonibcr 1820. 

t Minute of July 1st 1819. 

t Hence the designation of Mahahvari gettleinent. 

S Ecgnlation 1838. 
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of a permanent settlement was abandoned; but Bird intended and desired to malcc 
this settlement permanent at least in those areas which were already fully 

cultivated. 

This settlement Avas made more regular by the “ Directions to Setile- 
ment Officers ” drawn up in 1842 by Thomason, the Lieutenant-Governor of 
the Province in 1843-63. The Settlement was finally completed in 1819 and was 
npproved of by theDirectors in their despatch of August 13, 1851. The total Land 
Eevenu’e demands and collections in Northern India in the last ten years of Ihe 
settlement operations were : — 


Year.* 

Demand. 

Collection. 

Year. 

Demand. 

Collection. 

1838-39 

. . 4,55,899 

3,630,215 

1843-44 

.. 4,319.415 

4,110,514 

1839-40 

. . 4,120,668 • 

3,565,281 

1844-45 

. . 4,345,882 

4,128,744 

1840-41 

. . 3,764,262 

3,470,402 

1845-46 

. . 4,301,837 

4,200,311 

1841-42 

. . 4,161,903 

3,883,357 

1846-47 

. . 4, .307, 700 

4,2.32,122 

1842-43 

. . 4,391,890 

4,048,812 

1847-48 

.. 4,292,166 

4,248,582 


The only defect of this assessment was that the fixing of the Land Tax was 
uncertain and excessive. Article 52 of Thomson's directions had indeed defined 
the net produce clearly enough, but the demand of 66 per cent. Immane as it 
was compared to the previous demand of S3 per cent, left but little to the smaller 
cultivators. Hence for the next settlement revised rules were issued, in connection 
with the resettlement -of the Shaharanpur and the most famous of them . 
Kule 36, runs : — . 


“ The .assets of an estate can seldom be minutely ascertained, but more certain 
information as to the average net assets can be obtained nov than was foriuorly the 
case. This may lead to an over assessment, for there is little doubt that the two- 
thirds, or 66 per cent, is a larger proportion of the real average assets than can ordi- 
narily be paid b 3 ’' Proprietors, or communities in a long course of j’oars. For this 
reason Government had determined so far to modify the rules laid down in paragraph 52 
of the directions to Settlement officers as to limit the damand of the State to 50 per cent of 
the average net assets. By this it is not meant that the Jununa of each State is to 
be fixed at one-half of the net average assets, but that in taking these assets with 
other data into consideration the Collector will bear in mind that about ono-lialf, 
and not two-thirds as heretofore, of the well ascertained net assets should bo the 
Government demand.” 

This rule is now the basis of Land revenue settlement of India in all 
provinces where the demand is not pennanently fixed. 


(D) LAND REVENUE IN BOMBAY. 


Relatively speaking the Province of Bombay came much later under British 
rule, though the earliest English settlements in India were on the Western Coast. 
All through the eighteenth century the expenditure of Bombaj’- , habitually 
exceeded ^the revenue. 
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this Table shows the Revenue and Expenditure of the Bombay Presidency during iI92 to 1857 


Year. 


Land 
Revenue. 
■ -P 


Ofcher 
Revenue. 
£ 


Total 
Gross .Revenue. 


Gross 
Expenditure. 


1792 - 93 

1793 - 94 

1794 - 95 

1795 - 96 

1796 - 97 

1797 - 98 

1798 - 99 

1799-1800 

1800-01 

1801-02 

1802 - 03 

1803 - 04 

1804 - 05 

1805 - 06 

1806 - 07 

1807 - 08 

1808 - 09 

1809 - 10 

1810 - 11 

1811-12 

1812 - 13 

1813 - 14 

1814 - 15 

1815 - 16 

1816 - 17 

1817 - 18 

1818 - 19 

1819 - 20 

1820 - 21 

1821-22 

1822 - 23 

1823 - 24 

1824 - 25 

1825 - 26 

1826 - 27 • 

1827 - 28 

1828 - 29 

1829 - 30 

1830 - 31 

1831 - 32 

1832 - 33 

1833 - 34 

1834 - 35 

1835 - 36 

1836 - 37 

1837 - 38 

3 


79,025 

82,050 

70,238 

64,085 

39,724 

38,872 

37,007 

31,364 

45,130 

54,571 

68,015 

305,861 

384,740 

471,344 

388,536 

417,186 

427,033 

396,482 

437,108 

433,785 

420,323 

400,802 

488,998 

467,777 

4 - 98,102 

868,407 

1 , 143,041 

1 , 078,164 

1 , 818,314 

1 , 761,910 

1 , 551,592 

1 , 607,088 

1 , 208,735 

1 , 627,237 

1 , 873,427 

1 , 817,873 

1 , 722,335 

1 , 585,432 

1 , 650,061 

1 , 395,891 

1 , 411,986 

1 , 629,580 

1 , 644,183 

1 , 719,895 

1 , 842,759 

1 , 858,525 


157.530 
212,686 
242,252 
213,511 
276,213 
299,317 

337,530 
384,299 
241,327 
252,421 

292.531 
252,787 
303,808 
375,142 
384,333 
353,505 
313,243 
295,432 
321,264 
308,941 
267,466 
358,350 
330,206 
351,039 
382,303 
434,398 
517,159 
499,769 
582,998 

1 , 093,830 

1 , 722,855 

1 , 182,462 
' 576,482 
635,156 
715,556 

424.452 
601,467 
838,001 
891,075 

700.452 
683,354 
662,627 
642,761 
704,549 
863,103 
730,010 


£ 

236,555 
294,736 
312,480 
277,598 
315,937 
338,189 
374,587 
415,663 
286,457 
305,992 
359,546 
558,648 
715,548 
848,486 
772,859 
770,691 
740,276 
691,914 
758,372 
742,726 
687.789 
759,152 
819,204 
818,816 
' • 860,405 
1 , 302,445 
1 , 660;200 
1 , 577,932 
2 , 401,312 

2 , 855,740 
3 , 274,447 
2 , 779,550 
1 , 785,267 
2 , 262,393 
2 , 588,983 
2 , 542',325 
2 , 331,602 
■ 2 , 421,433 
3 , 541,136 
‘ 2 , 098,243 
. 2 , 125,340 
2 , 292,207 
2 , 186,934 
2 , 424,444 
2 . 705,862 
2 , 587,565 


£ 

844,096 
906,745 
823,910 
783,057 
932,394 
‘ 998,169 
1 , 230,315 
1 , 577,182 
1 , 432,832 
1 , 414,825 
1 , 410,253 
1 , 895,483 
2 , 338,279 
2 , 761,296 
2 , 474,209 
2 , 372,142 
2 , 062,814 
2 , 081,671 
1 , 557,165 
1 , 542,485 
1 , 493,262 
1 , 589,329 
1 , 615,200 
1 , 937,430 
1 , 902,460 

1 . 885.786 
2 , 492,193 
2 , 395,844 
3 , 197,366 
3 , 609,894 
4 , 264,448 
3,228 150 
3 , 279,398 
4 , 007,020 
3 , 975,411 
4 , 033,477 

3 . 652.786 
3 , 600,841 
3 . 594,472 
1 , 416,079 

2 , 662,741 
2 , 660,037 
2 , 591,244 
2 , 572,067 
2 . 999,878 
2 , 914,857 



ilie land revenue system in tlie annexed territories as well as tlie wliole orga- 
nisation of the preceding Governments of the Peshwas gave prominence to uue vill 
age community. The Government dues were collected through the Patels or the 
headmen of the villages, who were hereditary chiefs holding their land and get- 
ting their fees in virtue of a grant generally made by the Moghul rulers of the 
country. Under the famous M irasdari tenure the Deccan Ryots w'ere proprietors 
of their estates on condition of paying a fixed land-tax to the Government. 
Mount Stuart; Elphinstone, the first Governor of the Province, issued his 
instructions to the Collectors and Mamlatdars in his letter of July 10th and 
1-lth, 1819. The basic principles were “ to abolish farming but otherwise to 
maintain the native sj’stem, to levy the revenue ■ according to the actual 
cultivation, to make the assessment light, to impose no new taxes, and to do 
none away unless obviously unjust ; and, above all, to introduce no 
iimovations.* ’’ 

The various district administrations were then allowed to gather their own 
experience, and on the submission of tlie reports together with the minute of Mr. 
Chaplin the Commissioner of the Deccan in 1822 (2tHh August), Elphinstone 
ordered a gradual survey and assessment of the whole presidency. He ordered 
once again that the authority of the village officers and the ancient rights of the 
cultivators should be preserved. The idea of survey settlements was approved ot 
by the Dii'ectors, and they were therefore commenced ( 1824 - 28 ) by Pringle. 
The settlement of Land Revenue was to be based on the principle of Munro in 
Madras, i.e., l/3rd of the field produce being taken for the State, f Pringle’s 
asses.sment 

“ was based on a measurement of fieldB, and an estimate of tlio yield of various soils, 
as well as the cost of cultivation; the x>rinciplc adopted being to fix the Government ’ 
demand at 55 per cent of the net produce, J But the measurement was so fauitjv and 
the assessment so heavy that “Brom th« outset it was found impossible to collect 
anything approaching to the full revenue §.” 

The system was eventually abandoned and a resurvey ordered in lS35,carried 
out by Goldsmith and Wingate whose twelve ycar.s’labours ended at last in a regu- 
lar settlement. Thej^ abandoned the attempt to fi.x a standard or ideal assessment 
by discovering the yield from the soils and then fixing a certain proportion ns 


iilphinstone s “ ileport on the Territories conquered from the 


Interec called •< Journey from Madras itc. 

intere-tino ca.ciUatious relative to tiie evidence of the land-revenue in Madras. 


Poshwa” October 1819. 

Dr. Buchanan givoa rouie 


He says : — 


For a field of poor quality. 


Land Tax 
Collection charges 
Seed 

Expense of cultivation 

Interest 

Landlord 

Cultivator 


Land Tax 

Expenses of cultivation 
Cultivator 


Total 


2 3 5i 
■ 32 % ' 
4G % 
22 % 

Bombay Administration Eeport 1872-73 page 41 
Ibid. 


£ s. 
.0 12 


0 

0 

0 

0 

0 

0 


s?. 

3'i 


9 4J 
9 

1 li 

Fs 


Best quality, 
£ s. d. 


0 16 10 
0 9 4*. 
9 4 1 

1 r 
8 61 
' 6? 

3 10 85 
24% 
28% 
48% 


0 

0 

0 

1 



Government demand. They * adopted the simple expedient of ascertaining the 
average character and depth' of soil in each fiekh and classing it accordingly; no 
loss than nine gradations of valuation being employed for the purpose. 
In fixing the rates of assessment they were guided by purely practical 
considerations as to the capability of the land and the general circumstances 
of the Districts, • That is to say after classing the soils into nine different quali- 
ties- they fix:ed the assessment of the district, after such inquiries as “ the present 
condition of the agricultural classes ^the state of the particular villages, the amount 
of the Government realisations, the prices of produce and similar considera- 
tions.” f The rcvenpe demand from the districts thus fixed was then distributed 
among the villages and fields separately, though the assessment was fixed for a 
term of 30 years. The basis for the assessment was not the produce of the lands 
but the value of the land. In the letter of October 17, 1840, the Settlement 
officers wrote. 

“ It appears to us that a proprietory right in land can only he destroyed by the 
imposition of an assessment so heavy as to absorb the whole of the rent ; for as long 
as the assessment falls in any degree short of the rent, the portion remaining wiU 
give a value to the land, and enable its possessor to let or sell it, which, of necessity, 
constitutes him a proprietor.” | 

r 

And in their still more celebrated joint report of 1847^ which has now become 
the basis of the Bombay Land Eevenue system, they wrote : — 

“ The cultivator’s title to the occupation of fields is indestructible while he continues 
to discharge the assessment laid upon them ; though his engagement for each be 
annually renewed. By placing the assessment on each field, instead of on his 
whole holding, he is enabled, when circumstances make the couise desirable, to relin- 
quish any of the' former, or to take up others which may be unoccupind, so as to 
accommodate the extent of his liabilities to his new means. The fixed field assessment 
for the term of 30 years, introduced by our suiveyors, thus secures to the cultivator 
the advantages of a thirty years lease without burdening him with any condition be- 
yond that of discharging the assessment for the single year to which his engagement 
extends.”, 

The only weak point in this system was that the actual assessment depended 
on the judgment of the revenue superintendents instead of being fixed by law 
unalterable, and though Wingate used bis powers with moderation it cannot be 
expected that all officers would be equally endowed with his tact and 
sympathy. . 


Ibid page 42. 

Classification of lands under Bombay Settlement 
Class. Annas. 

1 16 

2 14 

3 12 

4 10 

6 8 

G 6 

7 ■ '41 

8 3 

9 2 


Land of Ist order deep black to dark brown soil, uniform structure IJ to J cubit depth. 
Land of second order, uniform but coarser structure, lighter colour, less depth. 

Land of third order , coarse and gravelly loose, light, brown to grey 1 to | cubit depth. 

1 Goldsmith and Wingate’s letter of October 1840, in reply to Sadar Board’s letter 
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(E) THE PUNJAB LAND REVENUE. 

The Punjab ^'as tlie last Province, if wc except Oiidh which ^Yas annexed m 
1856 added to the dominions of the East India Company. Its assessment cou 
scarcely he expected to be completed within the ten or twelve remaining yeans of 
' the Company’s rule. Tlie history of the Punjab Bettlcinent we must, tlwu-efore, 
defer to a later section.' Here it would suffice to observe that under tlie indigen- 
ous government of Panjit Singh, the principle of a.ssessment was to take one-half 
■ of the gross produce of the soil. In pracUce the collection averaged between one- 
third and two-fifths. The collections, it must be observed, were made in kind, not 
in money. The British Government introduced the .system of cash payments, 
the assessment being one- third of the gross produce. Sir -lolm Lawrence wrote 
to Nicholson; — 


“ Assess low leaving fair and libcinl margin to the ocoupiets of tljo soil, ami they 
will increase tliei" cultivation, and put the revenue almost beyond reach of bad 
seasons. Eschew middlemen. They arc the curse of the country cverjnvhero.” 


In spite of this injimction however, the assessment was increased from £82,000 in 
1847-48 to £1,060,00 in 1850-51. And ns the prices were falling, the collection.s in 
cash proved very onerous. Sir J. Lawrence perceived tlie harsdship, and so in a 
few years he reduced the Land Tax of the Punjab from one-third to one-fourth 
and then to one-sixth of the gross produce. In spite— or perhaps because of 
these reductions the revenues of the Punjab increased in I85G-57 and 1857-58.* 


Demand. Collection. 

1856- 57 .. .. £ 1,485,000 £ 1,452,000 

1857- 58 .. .. £ 3,465,000 £ 1,452,000 


The regular settlement of the Punjab was based on this rule of taking one-.sixth 
of the produce of the land. Under the .sy.stem described by J. S. ]\lill :~ 

‘‘ One and the same man is usually absolute propriolor and generally the solo 
cultivator though he may occasionally lease out a few fields to the tenants. Ho is 
saddled with no rent. He has to provide for the cost of cultivation and for the Govern- 
ment demand ; the rest of the produce he may devote to the maintenance of his 
family and the accumulation of bis capital. But these men, well maintaining their 

individuality, do not belong to this village communities. 

f.Thc British Government has from the first decided on levying the tax on 

money payments assessed for a number of years. The present proj)rictor.s compound 
with the State for a fixed period, such assessment and compounding being technically 
called a settle inent. But the pioprictois do not engage individually with the Govern- 
ment, but by villages _ - 

Primarilj’ each man cultivates and pays for himself, but ultimately he is responsible 
for his co-parv''£-riers and they for him, and they are hound together by a joint 
liability. The Punjab system, therefore, is not Ryotwari, nor Zamindari, but the 
Village System.” 


B. OTHER SOURCES OF REVENUE UNDER THE EAST INDIA COMPANY. 

It was ordained by the Charter Act of 1813 f that the account showing the 
Territorial Revenue and Expenditure under the East India Company, should be 
separated from tlieir commercial accounts, that the former should be applied to 


* Punjab Administration Beport-, 
First Beport in 1852. 

•j 53 George III c, 5, 155. 
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(1) Military Expenditui'e,{2) Civil and Commercial estaWisliments and to tlie pay' 
ment of interest on tlie Indian debt ; the latter to be applied (1) to the payment 
of bills of exchange and the current payment of other debts ; (2) the payment of 
dividends and (3) to the reduction of the Indian debt or the Home Bond Debt. 
The Company’s trade profits had averaged a little over a million sterling from 
1765 -to 1820. Thereafter they fell rapidly till at the time of the final abolition of 
the Company’s trading monopoly in 1833, they were much below £50,000. 

The following table shoes the income of the East India Company from the 
other sources of Hevenue, besides the income derived from land. Upto the end of 
the eighteenth centurj’- the revenue from other sources, in all the dominions 
of the Company, scarcely exceeded the revenue derived from land alone. And, 
though as the Govermnent became settled, the revenues from other sources 
began to increase, the land-revenue, upto the end of the Company’s rule, 
contribixted more than one-third of the total revenue. 



TOTAL OF OTHER 

REVENUES. 


Year. 

£ 

Year. 

£ 

1792-93 

. . 4,312,227 

1815-16 . . 

5,593,935 

1793-91 

. . 4,228,642 

1816-17 .. 

5,877,722 

1794-95 

. . 3,829,056 

1817-18 . . 

6,012,186 

1795-96 

. . 3,742,112 

1818-19 . , 

5,968,428 

1796-97 

. . 3,957,357 

1819-20 . . 

6,196,448 

1797-98 

. . 4,190,582 

1820-21 .. 

7,656,052 

1798-99 

. . 4,685,617 

1821-22 . . 

8,073,891 

1799-1800 

. . 5,608,539 

1822-23 . . 

9,688,901 

1800-01 

.. 6,263,364. 

1823-24 . . 

7,720,945 

1801-02 

. . 7,716,743 

1824-25 . . 

7,694,774 

1802-03 

. . 9,167,653 

1825-26 . . 

7,388,844 

1803-04 

. . 8,791,257 

1826-27 . . 

8,484,958 

1804-05 

.. 10,345,370 

1827-28 . . 

9,108,660 

1805-06 

.. 10,522,976 

1828-29 . . 

9,168,565 

1806-07 

. . 9,887,079 

1829-30 . . 

8,390,113 ^ 

1807-08 

.. 10,483,950 

1830-31 . . 

8,680,759 

1808-09 

.. 10,189,266 

1831-32 . . 

6,726,905 

1809-10 

.. 10,369,050 

1832-33 . . 

6,995,986 

1810-11 

.. 10,875,041 

1833-34 . . 

6,82.3,119 

1811-12 

.. 11,826,081 

1834-35 . . 

14,802,929 

1812-13 

.. 11,445,315 

1835-36 .. 

7,608,353 

1813-14 

y.. 12,624,499 

.1836-37 .. 

7,941,405 

1814-15 

5,547,986 

1837-38 . . 

8,187,077 


The principal sources of revenue, besides the Land Revenue, were the revenues 
from Salt, Opium, Abharee or Excise, Customs, Stamps and the Moturpha tax, 
abolished in 1853 except in Madras. , The system of direct taxation was almost 
unknown, -unless Ave regard the Land Revenue as an instance of direct taxation. 
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The Motuipha tax, universally detested while it lasted, was a tax on trades and 
2 )rofessions enibracing weavers, carpenters, workers in -metal, salesmen, whether 
.shopkeepers or road side peddlers, some paying imposts on their tools, others for 
permission to sell the most trifling articles of trade, or the simplest tools of arti- 
sans. The collection of the tax involved endless difficulties and occasioned a great 
deal of oppression. After the Parliamentary enquiries, preceding the last renewal 
of the Company’s charter, the tax could not be maintained, e.specially as its total 
yield even in Madras did not exceed £100,000 a year. A more suitable and simple 
system of direct taxation was reserved for the new Government of India to com- 
mence, The other sources of revenue with which we arc now familiar, the income 
from Eailways and Irrigation works, Po.st Office and Telegraphs, Forests &c. and 
other similar items were as yet unknown or insignificant. The last years of the 
Company’s Government did, indeed, witness tlie commencement of Railway enter- 
prise. In order to make up the guaranteed minimum of interest, Government had 
to pay the defi,cit instead of receiving any surplus from the Railway Companies’'''. 
But by far the most interesting portion of the history of Railwa 3 ’'s and Irrigation 
Works belongs to the period when the Crown was directly responsible for the 
Government of India; and hence we may quite convenicntlj* and approriately de- 
fer that subject to the later sections of this work. With regard to those other 
items of revenue, such as the Forests,Posts and Telegraphs or Excise, the definite 
scientific policy, clearly conceived and generally enforced, could not be expected 
in an age when the chief statesmen and administrators were occupied in more 
absorbing, if perhaps, less beneficial subjects. These also may, therefore, be 
considered in another place. 

We .shall therefore describe briefly in this section those tliree sources of revenue, 
which prominent under the Comjiany; are as prominent imder the Crown, and in 
which there is more than a suspicion, that the policy of the Company is continued, 
in all essential particulars, by the Government under the Crown. 


I. SALT REVENUE. 


The East India Company had acquired a monopoly of the supply of salt in 
Bengal, sometime in the eighteenth centur 3 \ Lord Clive had used this monopoly 
to facilitate the introduction of those reforms in the civil administration of the 




newly acquired territories, which were indispensable, but which would have been 
impossible if the greed of the Company’s servants had not been appeased in some 


9- - - 

* Amounts paid by Government on account of Guaranteed Interest. 

Year. 

Bast India 
Hallway. 

G.I.P. Hallway. Madras Hallway. 

1849 

5,G02 

3.063 


1850 

17.471 


1851 

37,186 

6,319 


1852 

45.234 

16,310 


1853 

52,071 

22,825 

0,703 

1854 

88,884 

195,770 

25,002 

1855 

30,259 

18, 116 

1850 

297,390 

60,370 

42,510 

' 1857 

■ 334,511 

116.612 

81,139 . 

1868 

433,968 

175,289* 

109,267 


1,628,046 

466,049 

260,784 
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Way. He, therefore, set aside the profits of the salt monopoly to form a fund accu- 
mulating at compound interest, and used for pa}’ing a bonus to the Company’s 
servants. With the settlement of the conditions of public service by Lord Corn- 
wallis by the institution of the covenanted Civil Service, 1793, the jjrofite of the 
salt monopoly reverted to the Covermnent. Different systems Avere adoj)ted in 
different provinces in order to secure this revenue. In Bengal, salt was jirepared 
by the Company’s agents * and a duty of Rs. 2-8-0 per maimd of 82 lbs. was added 
to the cost of production before fixing a selling price.. ^I’be salt obtained from the 
Punjab mines was subject to a duty of Es. 2 a maimd, while salt from the Native 
States of Rajputana had to pass the notorious Inland Customs line and pay a duty 
of Rs. 2 to Rs. 2-8-0 per maund before it could be sold in the British territories.^) 
In Madras, salt was formed from sea-water by the simple and cheap method of 
evaporation. The Company could, therefore, afford to sell in the Southern Presi- 
dency salt at Re. 1 per maund, and yet obtain a considerable margin of profit. In 
Bombay also the private manufacturers wore allowed to remove the salt fi'om 
the pans on paying a duty of 12 annas per maund, which, therefore, made up the 
salt revenue in that Province The reason why the incidence of salt duty on the 
coastal provinces was apparently so low as compared with the interior is to be 
found not merely in the cheaper production of sea-water salt than of the salt raised 
from the mines, but also because the regions on the coast were exposed to the com- 
petition of the foreign article. The Company levied an import duty of Rs. 2-8-0 
to Rs. 3 a maimd on all salt brought into India from beyond the seas. The object 
was, of course, to protect the indigenous producer against outside competition. 
The imports of the articles from Chesire and other parts of England were not, how- 
ever, prevented or even discouraged owing to the mistake of the Company in adding 
to the cost price of the Bengal salt the expenses of collecting the revenue before 
adding the duty and fixing the cost price, which thereby enabled the English im- 
porter to undersell tlie local producer. 

It was deposed by Mr. Alwin before the Select Committee of the Commons 
that the nett salt revenue of the Company was £8,00,000 in 1793 and £1,300,000 in 
1814 ; the total salt manufactured in this period was over 200 millions maimds 
and the total revenue during the same period was £60,000,000. 


Elsewhere are discussed the economic principles which ought to govern the 
imposition of duties for revenue purposes on such an article of prime necessity; 
and an attempt is also made to show how far those principles are carried out in 
India. The criticism directed against the salt monopoly of the Company’s govern- 
ment usually took the form of deprecating any revenue from such a source, and, 
failing that, urging the manifold abuses of a system under which prices were fixed 
arbitrarily and unduly high, and collectors were exposed to the strong temptation 
for oppression. Smuggling was profitable and therefore inevitable; dangerous 
and therefore popular and fashionable ■j'. 


* Evidence of Prideaux. Commons. Fourth Eepott 1858. 


t see tlio Petitions and JleraoriaJs against the salt monopoly from Bengal' 
Ijt DuK, *' iBOia under the early British Bub " and “ Indici under the fiueou. " 


Bombay and Madras quoted 



2. OPIUM MONOPOLY. 


The Revenue from Opium was the result of a more rigid, though, perhaps, at 
least in India, a less obnoxious monopoly. It was more rigid because Opium was 
a natural monopoly of India, and therefore a strong Government could make its 
monopoly complete more easily than in the case of such an article as salt. It was 
less obnoxious because the bulk of the Opimn revenue was paid not by the Indian 
— but by the Chinese consumer. Whatever may have been the indignation in the 
minds of English Puritans about the Opium traffic of the East India Company, 
the Indian people did not find it altogether so hurtful as the salt monopoly. Opi- 
um was comparatively speaking an article of luxury ; and ^f iLs constant use was 
likely to be dangerous, it was all the more a duty of Government to stop its con- 
sumption by a heavy duty. We have, however, discussed elsewhere the economics 
and politics of this subject, so that here we shall content ourselves by merely 
describing in outlines the plan adopted by the Company’s government for 
collecting the revenue. 

In the Company's territories, poppy was chiefly cultivated in Bengal. No 
one was allowed to cultivate except imder an undertaking to deliver the juice to 
the Govermnent at a fixed price, fl’he juice was then refined and manufactured 
into opium, in the two factories of Patna and Benares ; and was then sent down 
to Calcutta to be there sold by auction. The govenunent revenue consisted in the 
difference between the selling price realised in the auction sale and the cost price, 
including the payments to the cultivators, and the expenses of the factories. The 
bulk of the Opium revenue thus came from Bengal. Among the other provinces 
only Bombay could show any considerable Opium receipts. • But these were the 
result, not of a monopoly as in Bengal, but of a transit duty levied on the export 
of Opium from the Native States of Hajputana and Central Provinces for ship- 
ment at Bombay or Karachi. Before the cono[uest of Sindh, the Native States’ 
product passed through that Province and evaded the Company’s Customs Houses. 
But after 1843 Opiimi revenue in Bombay increased consideu’ably. It was levied 
at the rate of Rs, 400 (afterwards raised) on every chest of 123 lbs. 


3. CUSTOMS REVENUE. 

Besides the uneconomical and wasteful Inland Customs line, the sea customs 
duties levied at the ports were collected under a variety of acts 'and at rates 
shown in the table*. 


* Indian Customs Turin 1858. 

Import Duty. 

Boolcs British .. .. .. Breo 

Books Foreign .. .. .. ..7i% 

Cotton and silk Piece goods British . . 5 % 

>, i> Foreign .. ..10% 

j, ,, thread, twist yam British 3^ % 

„ » .. Foreign .. .. 7% 

Horses and other animals >. . . . Free 

Marine stores British 5 % 

•,r’i , T, -y. .. .. ..10% 

Metals British . . 5 % 


Metals Foreign-;-. 
Beer, ale. liquors 
Salt, Bengal 
• Madras •, 
Spirits 


.. 10 %, 

5 % 

6/- per mauud' 

0/- ,» f, 

3/- a gtdlon (Uwifd. to aost page). 
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I’he maximum duty levied by tbe Indian Government never exceeded 10 
per cent. On tbe other hand, England, before she had finally given up the pro- 
tectionist policy, adopted since the reign of Elizabeth, in 1846-1860, had imposed 
import duties on Indian articles at as high a rate as 71 per cent., when she did 
not altogether prohibit the import of certain articles such as silk manufactures. 
Another table shows the duties levied by the English Government on the Indian 
producef. We need not pause here to dwell at length upon the disastrous results 
to the Indian industries of this protectionist policy in England. The melancholy 
tale has been only too often and too well told by the witnesses, mostly English- 
men, before the various Parliamentary Committees of Enquiry at each successive 
renewal of the charter. The late Jlr. R. C. Butt’s Economic History of India 
furnishes ample information — though it might appear one sided at first reading — ■ 
of the gradual decay and ruin of Indian industries, as much by the new 
methods and machinery of biisiness, as by the strong protection to domestic 
industries granted by England. We may but quote a few remarks of List — the 
German Economist — ^which explains the policy of England : — 

“ Had they (the English Statesmen) sanctioned the free importation into England^ 
of Indian cotton and silk goods, the English cotton and silk manufactories must of 
necessity soon come to a stand. India had not only the advantage of cheaper 
labour and raw material, but also, the experience, the skill and the practice of 

centuries The cficct of these advantages could not fail to tell under a system 

of free competition Accordingly, England prohibited the import of 

the goods dealt in by her own factories,— -the Indian cotton and silk fabrics. The 
prohibition was complete and peremptory. Not so much as a thread of them would 
England permit to be used.” 

HI.— THE PRINCIPAL CHANNELS OF EXPENDITURE.§ 


The expenditure of the Company in India rose from £6,940,833 in 1792-93 to 
» total of £41,240,571 in the last year of the Company’s existence. The analysis 
of 65 years of the Company's expenditure shows that the principal channels weie;- 


WinoB aud liciuoi'6 .. .. a b«11ou 

’.Cca . . 10 % 

Woollens Britisli . . . . . . 5 % 

„ PoreigH 10 % 

Manufactures . . , . . , . . 5 'Jo 

HiBCelUsneotU! OJ % 

Britiih TarlK. 


1812 1824 1832 

Ornamental cane work . . . .71 % 60 % 30 % 

Muslins 27i% 37 J % 10% 

Calicoes 71% 674% 10% 

. Other cottons 27% 50% 20% 

Goat wool shawls 71 % 674 % SO % 

Lacquer ware 71% 62 % 30®^ 

Mats 6Sh% 50% 20% 

Raw silk 25 % per lb. 4/- per Ib. 10 perllb. 

plus 4 ®/o 

Silk Manufacture .. ' ..Prohibited Prohibited 20% 

Tafletas Do. do. 30 % 

Sugar £ 9*13-0 per cwt. £ 8-S per cwt. £ 1-12-0 per owt. 

Or 65 % or 300 % or 60 % 


. t It must bo noted that in some cases the duties levied in the first instance at the English port* were 
relatlvelr smail if tiie goods wore brought to the Ports only in passing. But if the goods were .mcwit for 
Home con?nmption the dut{i6 wore subsequently raised very much. 

; t ■ The duties Were rs • j during the Mutiny Cp. Trotter. 

.'SroVAru'esreMtiDg U Xotal'Expenditure of the East India Companv between 1792-3 to 1857-8. 
fioe.TahleTO p..2.ante, . , ; ■ • “ „ 

^ . '1 
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I. MILITARY EXPENDITURE. 

(1) Every considerable increase in expenditure in any year as compared to 
a. previous year is explained by the extraordinary expenditure caused by a war. 
Thus the wars of Lord Wellesley had doubled the total expenditure between 1798 
and 1805. Lord Hastings’ wars had added '60 per cent, and the Burmese wars of 
Lord Amherst accounted for another 20 per cent addition as compared to tlic 
previous record. It would not be always easy follo'wing a war to effect consider- 
able retrenchment to revert to the previous figure. For if the war has resulted in 
no conquests it Avould render any considerable retrenchments out of the question. 
Hence it is that we find little, if any, reduction.after the unnecessary and extrava- 
gant war with Afghanistan (1838-42). And even if the war results in a substan- 
tial territorial gain — as was the case with the wars of Wellesley and Lord Hastings, 
Hardinge and Dalhousie — the conditions under which the Company’s Government 
had .to work in the conquered Provinces, made any return to the standard expen 
dituire of peace-times impossible. Tlie e.xpense of garrisoning the country, and 
organising de novo a strong civil government on an entirely new plan could not 
very well accord with the peace standard of expenditure. In this long stretch of 
time, therefore, we have only one considerable period of retrenchment when a 
creditable and successful attempt was made to reduce expenditure — increased by 
a war — to its normal peace time basis. When Lord William Bentinck received 
charge of the Government of India in 1828, the total gross exiienditure in India 
was £24,163,013. When he left India in 1835, it was £16,684,496 with every 
prospect of further reduction. It was lower than any figure in the previous twenty 
years, though in the course of that tw’-enty years, the Bombay Presidencj’- had been 
annexed as also parts of Burma and Assam. All these additions were necessarily 
a heavy drain on the Central Treasury. Again, Lord William Bentinck had intro- 
duced several important reforms in the machinery of civil government, which also 
involved additional expenditiure. This, however, is not the place to discuss the 
Indian financial administration under Lord William Bentinck: and, we shall, there- 
fore, merely content ourselves by remarking that in the whole history of Indian 
financial administration, Bentiuck’s achievements are unique, not merely because 
of the reduction in total expenditure, but because the reduction was carried out 
TOthout any impairment of the administrative machine, and in fact with consi- 
derable and costly additions. Not even Wilson’s efforts after the Mutiny or Lord 
Minto’s efforts after the Welleslyan wars can compare in magnitude of savings 
or improvements in administration with Lord William Bentinck. ’ 

The only attempt made to remedy the constant growth of military expondi- 
Ture, which' ought to be mentioned even in this brief sketch, was the brilli&nt idea 
of Wellesley to bring about a net- work of subsidiary allianced^ T over the country. 
The idea merited a better fate than what eventually befell f must, indeed, be 

admitted that the systern in the then state of India w'c'to tr '.arried ouL have 
involyed endless occa:sions for interfei^^nces, and . retexts for War 



(for which the author of the system would not perhaps have been altogether sorry). 
We cannot, however, refuse to recognise the grandeur of the idea wliicli, if it had 
succeeded, would have given the Company a dominating military position at an 
insignificant cost; and which, by establishing one dominant authority, would have 
rendered war practically impossible. All other efforts for getting rid of this incu- 
bus of military expenditure, such as the reorganisation of the army and its reduc- 
tion and redistribution, belong to a later period and would, therefore, be discussed 
in a more appropriate place. 

2. CIVIL ADMINISTRATION. 

The expenses of . civil administration rank next in importance after the 
military expenditure rmder the Company’s Goveimment. We have no detailed 
analysis, such as we now have presented to the Legislative Council every March, 
of the various branches of civil expenditm-e under the Company. We cannot 
therefore apply the general economic canons of public expenditure to the Company's 
expenses. The civil expenditure of the Company increased with every increase 
in the territories of the country. It consisted almost wholly of the maintenance 
of the administrative departments. The activities of public improvement and 
national development such as education, communications, sanitation, irrigation 
works^-all belong to a later period, though perhaps in every one of these the Com- 
pany had made a beginning. Thus the first education grant was made in 1813; rail- 
ways were commenced in 1845; Irrigation works in the South and North had inter- 
mittently attracted official attention. But well considered and far reaching plans 
in all these departments and in several others were, necessarily of later origin. The 
Company’s system of expenditm-e^ therefore, is open to the criticism — commort 
perhaps, to all European systems of public expenditm-e of the early nineteenth 
century under the domination of the ideas of *‘laissez faire ” — that beyond main- 
taining peace and order, it did nothing to develop the resources of the country 
or improve the lot of the people. 

Another criticism not quite so obvious as the one already urged concerns the 
duality of the spending authorities. While the revenues of the Company were 
raised almost wholly in India, a considerable proportion of the same were spent 
in England. This division in the .spending authorities inevitably made the control 
over expenditure very lax. The system was perhaps xmavoidable in the first stages 
of'the Company’s rule. But the reorganisatio}! of the Company’s service by Lord 
Cornwallis and the institution of the covenanted Civil Service led to an increase 
and intensification of the evil which might well have been avoided in later years. 
The practical exclusion of Indians from the higher branches of administrative em- 
ployments necessarily resulted in an ever-increasing influx of English officials, 
'Whose pensions and allowances steadily increased the expenditure of a part of 
Indiah revenues in England. As the evil has in course of time become still naox§ 
'ftoutor its fuller discussion must be deferred tp a later section, • 
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3. THE COMPANY’S INVESTMENT AND THE HOME CHARGES. 

A resolution of Parliament in 1813 had provided that “the whole or part of any 
surplus that may ’ remain of the rents, revenues and proDts, after providing for the 
several appropriations, and defraying the several charges before mentioned, shall bo 
applied to the provision of the Company’s investmants in India, in remittnneo to China 
for the provision of Investments there, or towards the liquidation of the debts in India, 
or sueh other purposes as the Court of Direetors, with the approbation of the Board of 
Commissioners, shall from time to time direct.” 

What exactly the Investment of the Company in India was, has been very well 
described by a select Committee of the House of Commons in their 9th report in 
1783, in the following words : — 

‘‘A certain portion of tha revenues of Bengal has been for many years set apart in 
the purchase of goods for exportation to England, and this is called the Investment. 
The greatness of this Investment, has been the standard by which the merit of the 
Company’s principal servants has been too generally estimated. This main cause of 
the impoverishment of India has been generally taken as a measure of its wealth, and 
prosperity. Numerous fleets of largo ships loaded with the most valuable commodities 
of the East, annually arriving in England in a constant and increasing succession, 
imposed upon the public eye, and naturally gave rise to an opinion of the happy 
condition and growing opulence of a country, whose surplus productions occupied so 
vast a space in the commercial world. This export from India seemed to imply also 
a reciprocal supply by which the trading capital employed in those produotions was 
continually strengthened and enlarged. But the payment of a tribute and not a 
beneficial commerce to that country wore this specious and delusive appearance.” 

The Company’s Investment went on increasing, no matter what the econonxic 
condition of the country was in any given year. It has been estimated to have 
accounted on an average to £1,250,000 nearly every year until the limits placed 
on the Company’s trade in 1813. And when the Charter Act of 1813 had 
disabled the Company from trading in India, the place of the Investment was 
more than taken up by the Home Charges. The table appended shows the regular 
growth of the Home Charges from £2,446,016 in 1814-15 to £6,162,043 in the 
•juast year of the Company’s rule. 

t 

TABLE SHOWING EXPENDITURE OF THE E. I. COMPANY 

IN ENGLAND. 


Years. 

£ 

Years. 

£ 

Years. 

£ 

1814-15 

1,445,266 

1828-29 

1,949,760 

1842-43 

2,458,193 

1815-16 

1,217,397 

1829-30 

56,316 

1843-44 

2,944,073 

1816-17 

■ 1,142,421 

1830-31 

1,446,581 . 

1844-45 

2,485,212 

1817-18 

1,122,291 

1831-32 

1,476,655 

1845-46 

3,044,067 

1818-19 

442,489 

1832-33 

1;227,536 

1846-47 

3,066,635 

1819-20 

1,303,019 

1833-34 

1,293,637 

1847-48 

3,016,072 

1820-21 

1,177,727 

1834-35 

2,162,868 

' 1848-49 

3,012,908 

1821-22 

1,335,921 

1835-36 

2,109,814 

' 1849-50 

2,750,937 

1822-23 

1,344,821 

1836-37 

2,210,847 

' 1850-51 

2,506,377 

1823-24 

1,273,478 

1837-38 

2,304,445 

1851-52 

3,262,289 

1824-25 

1,207,174 

1838-39 

2,615,465 

1852-53 

3,011,735 

1825-26 

1,914,293 

1839-40 

2,578,966 

1853-54 

.3,264,629 

1826-27 

2,467,522 

1840-41 

2,626,766 

1854-55 

3,529,673 

1827-28 

1,960,670-'- 

J841-42 

2,834^786 

.•1855'06 

4:492j470 



It was deposed by a witness of considerable experience in Indian afiairs 
before a Select Committee of the House of Commons in 1840 that a small propoi- 
tion — about 1/5 th — of these Home charges represented the value of stores 
suppli-id by England to India*. The remaining sums were absolute charges upon 
the revenues of India for uhich no return whatever is made to india. 

“ It is & cnriouB calculation,” ho added, “to sb.o'w that estimating the sums of 
^ mono}’ drawn from British India for the last thirty years at three millions per annum, 
it amounts at 12 per cent compound interest to£ 723,994,971. Or if we calculate it 
at two millions per annum for fifty years, it amounts to the incredible sum of 
£8,400,000,000.” As this, ' however^ is the most widely controversial point in the 
whole field of Indian Finance, we must leave it at this stage in this brief introdnotion. 


IV.~THE PUBLIC DEBT AND ITS MANAGEMENT. 


The finance of the East India Company being in a state of chronic deficit, as 
already remarked, the Company's officers met every deficit by borrowing. 
Usually they borrowed from the English Government or the Bank of England; and 
in the eighteenth century they had to pay interest at between 6 and 10 per cent. 
But they more frequently borrowed in India, as the Government began to be 
more settled. At the time when Lord Hastings had completed the conquest of 
the Bombay Presidency (1820-21) tlie total debt in India was B-s. 27,24,77,680 
and in England £5,762,888 Avith an interest charge Rs. 1,63,15,400 in India and 
£253,247 in England. This debt was not finally paid off till 1858-59. Meanwhile 
the Government borrowed between 1823 and 1863 at 5 per cent, as a rule, though 
between 1824 and 1835 small sums were borrowed even at 4 per cent. The bulk 
of the 5 per cent debt was converted to 4 per cent, but owing to the shock of the 
Mutiny, the lower rate could not be made. Further efforts for re-organizing the 
public debt belongs to a later period.f 


The War finance imder tlie Company's Government was a marvel of 
simplicity. Wars, in spite of their almost perennial existence, Avere regarded as 
"extraordinary” occurrences. And, under the comfortable assurance that these 
"extraordinary” charges could not recur, they were met out of borrowed monies 
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Answer of Montcomery Martin to Queation 4137. 

1855- SC ..£ 3,264,629 

1856- 57 . .£ 3,529,673 

1857- 58 ..£ 6,162,043 


Table showing debt of the East India Company. 


1812-13 

£30‘100,695 

1817-18 

£20,092,700 

1822-23 

£28,208,188 

1827-28 

£35,436,500 

1832-33 

£35,842,926 

1887-38 

£31,098,084 

1842-43 

£35,769,418 

1847-48 

£43,788,955 

1852-.A3 

£49,607,987 

1857-58 

£59,948,814 

1858-59 

£71,657.869 

1859-60 

£58,104,266 

- J869-01 

- £9?,0?6,688 
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whenever the annual revenues did not suffice to meet the expenditure. When 
Lord Cornwallis left India the interest bearing debt of the Company ^ was a little 
over £7 millions. the end of the eighteenth century, it had risen to ton 
millions, to be more than doubled in the next five years by the Wars of Lord 
WeUesley and raised to 27 million' in 1807. The figme remained almost 
stationary upto 1824 the wars of the Marquis of Hastings being paid for 
by the surplus revenue from the Province of Bengal. The Burmese War of 
Amherst was a miserable chapter of mistakes and extravagance and added 
£' 3 miliions to the debt. Lord William Bentinck found the public debt at 
£ 30,000,000 in 1829 and his sLx years of administration continually reduced 
jt, BO that on the eve of the disastrous Afglian War it was £20, 947,000 (.SOth 
April 1836). This was the permanent registered debt of India. In addition 
there were Treasury Notes and Deposiis and the Home Bond debt of about 
three milhons so tliat the total debt on April SOtli 1836 was £33,355,536. 
From that time onward, the growth of the Public debt of India has been rapid 
and uninterrupted, though not quite alarming for reasons given elsewhere. The 
marginal table shows the growth of the debt in the twenty years immediately 
preceding the assumption of the Indian Government of the Crown 

V.— ADMINISTRATIVE ORGANISATION. 

The ffinandal administration imder the Company suffered from the absence 
of any organisation. The passing of Pitt’s India Act in 1783 had created a double 
authority in England in the Court of Directors, and the Board of Commissioners 
or the Board of Control as it is more conunonly known in history. While all admi- 
nistrative authority was vested in the Court of Directors including the management 
of the Finances of the Government of India — the final control remained with the 
Board of Control, ultimately represented by a Cabinet Minister who was President 
of the Board. The object of instituting this controlling authority was probably 
the laudable desire to keep a commercial body, like the Court of Directors of the 
Company, from abusing the territorial powers in India. In course of time, however, 
as far as the finances of the Company were concerned, this division of authority 
was by no means fraught with the happiest results. The slight shadow of justi 
fication that there was while the 'Company was a commercial body disappeared 
with the abolition of the Company’s trading privileges in 1813. And after 1833, 
we have the curious spectacle of the Directors standing up for economy in India, 
even against the wishes of the Cabinet. The greatest financial blunder 
and disaster of the Company’s rule — the Afghan War — was achieved by the Board 
of Control in the teeth of the opposition of the Directors ; and as to confess the 
blunder frankly and make reparation for it handsomely would have been unbecom- 
ing to a Minister of the Crown in the early Victorian Era, the affair was hushed up 
as best they could by making the Indian Government bear the burden of the foUv 
of English ministers, ' - ' 



'Sut/ if financial mismanagement was inevitable owing to a division of autio- 
liiy in tbe powers of :England, tbere was notbing in the financial administration of 
India by the Company to deserve unmitigated praise. Passing over, the period of 
commercial activities, 1600-1747 as also over the short inglorious interval when ' 
every servant of the Company who Avas not a rpbber was a fool, in the years when 
the political responsibilities of a governing body were fully impressed upon the 
rulers, no attempt w'as made .to place the financia organisation bn a more stable 
footing. The Governor-General and the councillors were all alike equally, respon- 
sible for every question of .administration ; and finance was only an incident in 
daily routine of administration. Even Avhen in 1833 it Avas thought necessary to 
enlarge the Governor-General’s council, by the addition of a special member for 
the purpose of making rules and regulations, no one deemed it necessary to tell 
ofi a member specially for finance. The elaborate procedure which now charac- 
terises the Indian Budget and Financial Statement was unknoAvn, and perhaps 
impossible, under the Coinpany. And hence the financial wheel in the complex 
administrative, macliinery worked anyhow^ somewhat on the same lines as the 
domestic accounts of many a private individual ; so much income, so much 
expenditure ; if the balance Avas a deficit, the amount must be got somehow; if a 
surplus it must be spent anyhoAA*. 

This de^scription may be unjust to men like Bcntinck and Metcalfe, Elphins- 
tone and Munro, LaAvrence dnd Hardinge. But great as these men were, and fully 
—even painfully— alive to the financial mismanagement going on before their. eyes, 
they were powerless to remedy permanently the root evil of the whole system. 
They might, indeed, try in their short period of supreme power to enforce good 
maxims of finance; but the cauI revived AA-ith accumulated venom no sooner the 
strong ■ hand ' had been removed. 


. .One of the reasons AA'hich made tlie evnl so acute iji India Avas the excessive 
centralisation, effected in 1773 and confirmed in 1783, before thei'e were developed 
the means to make good the dictates of tlie Centeal authority. The Supreme 
authority vested in the Government of Bengal by the Regulating Act could not 
failto.be galling, in the tAvo sister Presidencies Avith their long traditions of equal 
and. independent existence. The first Marhatta War Avas an early indication of 
the resentment which the Bombay Government nol, unnaturally felt against its 
wanton supcrcession. .And in the ycars-.that folloAved, this rankling sense of injury . 
nevCT quite disappeared altogether. Though the ttaditions of independence were 
supplemented by the requirements of legislation, the sense of responsibility had- ' 
vanished altogether ; and the Central Government was helpless to check Promn 
ciM.extravagance,-even when it did notitself set the pace for heedless expenditurj 

AAme theoretically subordinate both in raising and 
pen^ng- their incomes, according to the minute, meticulous regulations laid do;wja 



out by the Central authorities. But the three or four men who made up the Go- 
vernment of India had neither the knowledge nor the energy to control the great 
Provincial Satraps ; for a inan like Elphinstonc or Metcalfe cannot fail to speak 
with a greater authority than an Amherst or an Auckland. The result was that 
while the Provincial Governments ‘had no interest in collecting their revenues or 
economy in spending, the earning as well as the spending departments, which 
had necessarily to be left in the hands of the Provincial authorities, suffered from 
the negligence of local officers as much as from the meddlesome interference of 
the supreme authority. 

VI.— THE REFORMS OF WILSON. 


Into this chaotic mass, rendered still more confused by the last titanic struggle, 
order was attempted to be brought by James Wilson, India's first Financial Minis- 
ter.* The last three years alone had added nearly tliirt)’^ million pounds to the pub- 
lic debt of India, and there was a gloomy prospect of endless deficits ahead. The 
new Minister for India, Sir Ch. Wood, and the first Viceroy of the English Crown 
both agreed that the evil could be onl}’’ lessened by entrusting the task to an ex- 
pert financier. Wilson had started life as a poor apprentice to a small .shop-keeper 
in a Scotch town. Thanks to a powerful intellect and unwearied exertions he had 
raised himself step by step on the ladder of fame. His commercaal career suffered 
a set-back in the great disaster pf 1837, but he passed from the counting house to 
Parliament, from the city to the Fleet Street. As editor of the Economist, he had 
taken a most prominent part in the most burning questions of English politics 
of his time — the Repeal of the Corn Laws, tlie reorganisation of the Bank of 
England in 1844, the abolition of the Navigation Laws. In the Government of the 
country also he had his share. Upon the general questions of finance, Taxation 
and currency, Wilson , though au authority himself, was gratified to find hie views 
in unison with those of Sir Charles Wood; and as regards their n])plioation to Indian 
conditions, he received his instructions from 1 he head of the India Office before he 
left the shores of England, never to return there alive. 


Wilson presented his first Budget in February i860. The Parliamentary 
traditions that this departure recalled were fully lived up to by the author of the 
Budget system in India. We shall reserve for later sections the great reforms 
Wilson proposed in the Indian Tax system, as well .as the hard struggle he made for 
retrenchment of an ever increasing expenditure. Here we shall only mention the 
general principles he laid down with regard to the management of the Indian 
Financial System. 


' He started by pointing out the discrepancy between the estimates for 1859-60 
laid before Parliament by the Secretary of State in tbe August preceding and his 
own figures as then presented to the council ; and, though there were sufficiently 
good explanations in this case, such as remission in taxation, errors in calculation . 
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would be inevitable^ not only because tbe figures were very considerable but because 
tbe revenue bad to be collected by so many different Provinces. Besides, tbe 
sources of revenue were also uncertain. Tbe ideal, always held before tbe English 
Cbancellor of tbe Exchequer to make bis Budget estimates of a year tally as nearly 
as may be witb tbe final accounts of tbe year, was, Wilson felt, almost impossible 
in India. For tbougb, tbe system of public accounts in India did admit of consi- 
derable improvements — and Wilson suggested a special inc^uiry in tbe matter ; 
and there was ample room for tbe introduction of those salutary maxims of English 
Finance, — such as that all income and outgoings of any year must be recorded, 
credited and debited in that year alone — the inherent weakness of tbe Indian 
Financial system made the Chancellor's task of budgetting in advance exceeding- 
ly and peculiarly difficult. Land revenue, tbe greatest source of public income, 
was at the mercy of wind and weather. Opium revenue, another considerable 
item, was well-nigh a lottery, the market being so completely dependent on 
speculation. And, though lie does not expressly mention it, he must have felt 
that the whole tax system of India was singularly inelastic. There was not one 
item of revenue which, at a pincli, could be easily increased to tide over an 
• emergency, 

Admitting these peculiar difficulties of Indian finance, Wilson, however, was 
not blind to the weakness in management so characteristic of Indian Finance. 
The Mutiny, he calculated had, cost in three years £30,547,448 ; and even allow- 
ing for all increase in income and reduction of expenditure, he feared a deficit of 
£6,600,000. He showed by figures that since the cessation in 1813 of the Company’s 
trading privileges, there had been only 13 years of surplus — aggregating £8,895., 
437 and 33 years of deficit aggregating .£72,195,416. These figm’es could not bilt 
convince him that, 

“The normal state of Indian Finance may be said to be deficiency of income 
and addition of debt. ” 

Elsewhere in the same statement he said, 

“ Loans may be justified in times of war, and as the consequence of War for a year 
after ; but even then they should not bo exclusively relied upon. But the theory of 
borrowing during war tim'e,” he added, “involves some necessity. to reduce debt in 
times of peace.,.. a precept which had been more honoured in the breach than the 
obedience in India.” 

* 

To carry out this theory, Wilson’s only hojm was in the expanding resources 
of India. Like many other English statesmen of his day, Wilson believed : 

- -« England does not and UeVer has exacted tribute from India* Every rupee of taxes 
raised in India is devoted strictly to Indian purposes. If England expects or desires 
advantage from India, it is only in a way entirely consistent with the true interests 
of Indian” 

therefore", wanted to arrange the fiscal policy of India with’ a view to suit what 
was then honestly believed tc be. in the. Uest interest of any country* , r, 
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Besides tlie alterations in the hscal polic}^ which will be considered more in 
detail later on, Wilson tried to readjust expenditure and revenue. In maldng 
retrenchments in the former the Government of India, had to consider the point 
below wHch retrenchment could be carried consistently with good — or, as it after- 
wards came to be understood in the official mind, — efficient government. And 
though considerable retrenchments were made in the civil and military expenditure, 
it w:as still in excess of revenue. The additional revenues AVilson proposed to 

raise aecording to principles winch had never till then been clearly laid down. 

\ 

« All taxation,” he thought, “ must be based on the postulate of i)crfect equa- 
lity and justice as between tho different classes of the community,. Tho Burjpean 
could henceforth no longer expect to be accorded a special troatinoub merely because ho 
was not an Indian. And the canon of equality was laid down too broadly and clearly 
to allow tho agriculturist to benefit at tho expen.se of tho industrialist. Moreover all 
taxation must be in accordance with sound commercial and financial policy.”* 

By this our first Finance Alinisler meant, of coiubc. the free trade doctrine then 
most in favour with the English statesmen and econonn.sts, which may be taken 
to be the first beginning of the Free 'J’rade policy for India. Lastly we may mention 
the third principle laid down by AVilson, that 

« The taxes in India ought not to be such ns would go against the religious beliefs 
and sontimonts of the people.” 

This canon, though a little too con.servative, wa.s nevertlielcss inevitable for tho 
Financier who had ju.st witnessed probably the grcate.st cataclysm within liis 
memory stirred up chiefly on religious ground.s. 

Summarising then the change.s made by AA’ilson wo find that ; — 

(1) He for the first time introduced the Budget, system in Indian Finance. 
Difficult as it was to make fairly accurate estimate of revenue and c.xpenditure in 
advance under the Indian conditions, it wa.s nevertliclcss of Immense service in 
bringing order out of chaos. The Government knew aiJproximuMy tlieir own posi- 
tion in advance. But for an une.xpectcd calamity or wijidfall the actual realisa- 
tion would correspond substantially to the c.stiraate. The c.xtension of the system 
of budgetting to the more important spending departments like the Army or the 
Public Works tended in the same direction. Henceforth Government could plan 
for spending more or less on approved scientific principles, and distribute their ex* 
penditure, when necessary and advi.sable over a series of years, maldng at the same 
time adequate provision for meeting the cxpcnditiue. AA'ilson pei'haps did not 
foresee all the results of his new departiu’e ; but we may notice in particular two 
at least of the unexpected consequences of this alteration. The subsequent acti- 
vities of the Government of India for the economic development of India in per- 
fect keeping mth the ideal of benevolent despotism were facilitated, if they were 
not directly caused, by the Budget system. And though we can easily imagine 

« BudgefrSpecch'of Wilson lOtliFobruary, 1800* 
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ihat the first Budget speech of Wilson must have proved as amusing as it was a 
novelty to the veteran councillors of the Viceroy, the Indian Council began 
insensibly to model itself on the English Parliament. It was a far cry from the 
first Budget speech of Wilson to the da}'' when Indians should claim the power 
of the purse for themselves. But the impetus was given. Interest in financial 
questions was aroused. Financial control was ]iorceived to be the indispensable 
condition of the democratic state, and the absence of tliat control the hall-mark 
of absolutism. Anglo-Indian officials did not always l.akc kindly to the Budget 
system, and though after Wilson’.s changes it was too late to refuse to prepare 
a Budget altogether, the accompanying speech and discussion they frequently 
avoided by giving the Budget in the form of a minute published in the Gazette. 
J)uring the whole tenure of the Finance Ministership of Sir William Muir, not a 
.single speech or discussion took place (1871-77), while >Sir J. Strachoy’s superior 
mentality condescended onl}’’ twice out of five years to invite discussion. Major 
Baring, afterwards Lord Oj'omei', had not the .sajue good reasons tliat Sir John had 
to avoid too much publicity. But even Cromer and all his successors took advan- 
tage of the system of minut.c writing in order to esca])o unwelcome criticism. But 
the original force was not exhausted, and the Indian Councils Act of 1893 made 
Budget discu.s.sion compulsory. The opinions of the Legislative Council were not 
made binding upon the Government, even by the more liberal reforms of 1909. 
But the Budget discussions of st.atcsmcn like Sir Phcrozshnh and Mr. Gokhale 
cduld not but abound in useful hints even to a most indifferent and 
contempt, UOU.S Finance Minister. 

(2) Another of Wilson's momentous changes, ,so far as the general organisa- 
tion of khnauce was concerned, was the emphasis he laid on testing each item of 
revenue and expenditure, taxation and borrowing in the light of the principles of 
economic science. Though to-day our faith in the immutability of economic prin- 
ciples is not as solid and unquestioning as that of the contemporaries of J,)S. Mill, 
it cannot but be regarded as a healthy change in India of his day. The generation.s 
that have since grown up have doubted the wisdom of a Free Trade policy of the 
Indian Government ; questioned the .soundness of our Kail way finance, our 
Famine Insurance scheme, our Direct and Indirect Ta.xe3, our Productive and 
Unproductive expenditure. Even the fundamentals have changed. But still the 
removal of financial questions from the considerations of the need of the moment 
or the cajrrice of the Governors is undeniably a service. It is easier to counteract 
for a self-sufficient bureaucracy principles than precedents. 


• Wlionovor this courso wns adopted It was defendad on thi- pround that there was no frosh loglsln- 
tion wanted and consequently no need to present the JJudefct t'o the Council,' ■ - ' - ' 
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CHAPTER I. 


PUBLIC EXPENDITURE IN INDIA 1859=60 TO 1919=20, 


VII. GENERAL CONSIDERATIONS AFFECTING PUBLIC EXPENDITURE, 


The theory of public expenditui'e has been almost completely ignored in 
England owing to the dominant school of English economists of the last century 
being all saturated with the doctrines of- “ Laissez faire. ” The great liberal 
financiers did, indeed, lay stress on the need of watching carefully the growth of 
pup lie expenditure*; but their views Averc the result rather of a desire for retrench- 
ment than any clear perception ^of the proper principles governing the distribu- 
tion of public expenditure. They held the State to be a necessary evil Avhose scope 
of activity could not be too jealously restricted. Adam Smith had laid down 
three chief duties of the Sovereign, in which, along with the protection of 
Subjects and maintenance of order, 

“ The duty of ereotirg and maintaining certain public -works and certain public ins- 
titutions, -svliith it can never be for the interest of any individual or small number of 
individuals to erect and maintain.” 

found an honomable place.f But tlie doctrines more in accordance Avith the facts 
of the English financial history in tlie Nineteenth century Avas that laid doAvn by 
by Sir H. Parnell who held that the State should not incur any expenditure ex- 
cept. 

“ for securin^ some public object, which could not be had by any other agency and 
even th'n “any ex)prdiiure incuiTed brj'ord what necessity absolutely requires for the 
preservation ot social order and for protection against foreign attack is AvasteJ.” 

It is a logical conclusion from sucli ideas that any expenditm’e for objects other 
than the maintenance of order and protection Avas a dissipation of national saAUngs 
or impairing the capital strength of the community. 


♦ If there be any one danger which has leeently. in an especial manner beset us th.at danger 

has seemed to me to lie cluiing recent years chiefl> in an incre.ased susceptibility to excitement, in our prone- 
ness to constant .and appaiently boundless augmentations of expenditure I do not refer to this or 

that particular charge or scheme ButI think tliat when in au extended retrospect we take notice 

of the rate at which we have been advancing at a ceitain number of yeais, we must see that there has been 
a tendency to break dovn all bariieis and all limits nhich restrain the amount of public charge. For iny part 
I am deeply convinced that all excess in the public expenditure beyond the legitimate wants of the country is not 

only a pecuniary waste but a great political and above all a great moral evil. ” Gladstone Budget 

speech April 1861. See also Peel’s advice to Gladstone as quoted by Buxton and reproduced by Bastnble 
“ Public Finance ’’ 

t Wealth of Nations P. 285. 

% “ Tract for the Tijnes ’’ quoted by Adams “Science of Finance, ’’ p, 57, 


k 



^1 


An adequate tlieoiy of public expenditure, disregarded in England; was ela> 
borated in Germany with all the characteristic thoroughness of the German mind. 
Considering the State to be a new organism different from the totality of its citizens, 
and endowed with ideals of its oavu, they developed maxims in conformity with 
those ideals to regulate the outlay of public moneys. With its sovereign power 
to command the wealth of each individual citizen, the State must so apportion its 
expenditure as to develop fully the national institutions according to the accepted, 
ideals of National development. These ideals, it is true, are constantly changing. 
The Militarist State, for instance, would consider its military expenditure on 
entirely different principles from those of the Industrial State, Besides, these 
Ideals are often not the spontaneous expression of the national life of any given 
community. More often than not they are imposed upon it by force of circum- 
stances, by environment, by historical accidents. Though hitherto develop- 
ed on the lines of Non-Intervention, the instinctive Imperialism of a prosperous 
people has asserted itself in the United States of America, till one wonders if the 
age of Imperialism can ever be ended. France is another example of a progressive 
democracy, highly civilized, compelled to maintain a scale of military expenditure 
inconsistent with every principle of that civilization, except the legacy of “ Re- 
vanche. ”* The ideal of Nationality itself has in the past caused an amount of 
waste incompatible \vith the degree or benefit received, disproportionate to the 
sentimental gain of an ethnic unity. We may hope, indeed, that after the last 
world war, saner ideas of international amity will emerge from the welter and 
chaos of the “ European Anarchy ” of the last century ; but it is.doubtful, judging 
from the terms of the treaty imposed by the victors upon the vanquished, if we are 
even noAv altogether free from the clouds of War. The perception of the dignity 
of collective life, the subordination of the individual to the community, the colla- 
boration of each to the common good of all, indispensable for a proper organisa- 
tion of public expenditure, requires a more spiritual ideal of the State than the 
one inculcated by the rampant commercialism of the West, a more spiritual 
education than the Bourgeois Board School or the Aristocratic University could 
allow. 

It must also be noted that if we cannot adopt or evolve ideals of State life 
independent of our environment and our traditions, still less can we realise them 
irrespective of the material resources of the community. Public income is every- 
where a share, — large or small, — of the total wealth of the community ; and public 
expenditure,, whatever its urgency, cannot be undertaken always regardless of the 
question of cost, of considerations of ability. The United States of America 
can repair the misfortune of a past completely barren of all artistic creation by 
spending millions on the treasures of the pen and the brush and the chisel of 

*■ The attitude of France during the Versailles Conference of 1919 and suhsequently raises a lively appre- 
hension whether this nation of otherwise level headed peasant-propiictor and small traders has not really 
been driven mad by the deiiriuni of a Victory. Just as before the last War Brltisli Navalism and German- 
Militarism constituted a standing menace to the peace of the world, so to-day French chauvinism more danger- 
ous intvjctory than in .defeat, holds forth a terrible tjureat to the peace of world. There can be no schemes 
of all-round disarmament so Iqng as the old Imperialist ideas are suffered to determine the position and pros- 
pects 'Of the pcopjes of the world, - ’ - . . • 



other countries ; hut the Chief of Sikim will find it difficult to maintain the 
great wealth his people have inherited in the shape of the artistic creations 

of the past. 

We may then generalise that public expenditure is directed by the ideals of 
national life adopted or imposed upon a community, and limited by its available 
resources. There is, however, one exception. Expenditure, calculated to improve 
the material resources of the community, may be incurred, even if its own unaided 
resources would not permit it to undertake these works, from capital borrov ed 
from its neighbours. The actual political structure of a community may also 
exercise a modifying influence on the general principles stated above. If, for exam- 
plCj there is a division of authority for spending, between local and central or be- 
tween State and Federal powers, the divi.sion would affect not only the amount 
spent but also its-adjustment^ and even its direction. 

A fuller theory of jiublic expenditme would be out of place in this work, even 
if there was no chance of its being misapprehended. It must be recognised, more- 
over, that any such theory will be inadequate always to provide the practical 
financier Avith clear cut rules in the guidance of his department. The appropria- 
tions from the public purse are likely to be abused. But the remedy for the abuse 
is to be found not so much in a rigid codeW Financial maxims, (which is illusory 
when framed, if not impossible to forraul^’e) but in an intelligent public opinion 
and in an efficient organization of ' control. The observations of a general nature 
incorporated in this section are intended as a guide to intelligent criticism, and 
have no pretension to be considered unimpeachable axioms. As regards the organi- 
sation of the control over the spending authority and the mechanism of proper 
accounting and auditing we shall deal with it in another section. 

VIH.— CHARACTERISTICS OF PUBLIC EXPENDITURE. 

EXPENDITURE AND EFFICIENCY. 

The total amount of public expenditure being ultimately dependent on the 
wealth of the countey, it might be felt as though the same canons which apply 
to the expenditure of private incomes apply to that of the public revenues. It 
is, indeed, as much true of the individual as of the State that the excess of expendi- 
ture over income, if it continues for a long time, might cause anxiety. But in 
spite of this similarity there are many and more radical difierences. Every pri- 
vate indiTudual of intelligence and regular habits ought to make at the commence- 
ment of each year an estimate of his revenue and expenditure, on the model of 
the public Budget. As a rule private individuals are spared the trouble as their 
income and expenditure are very nearly fixed and equal. But in the case of the 
State such .an estimate in advance is not only useful : It is indispensable. The 
smns raised and spent by a first class modern State are so vast that without a 
careful estimate serious mistakes, confusion and waste would be unavoidable. 



Again, an individual is almost always absolute master of bis income. He need 
not r&ider any account. If be finds bis erpenditure habitually outrimning bis 
income, tbe dread of tbe prison, or of tbe refusal of bis Banker any more to accom” 
modate bim, would automatically induce bim to cut bis coat according to bis 
clotb.’ Governments on tbe contrary receive and spend on bebalf of others — the 
Tax-payer. Having little interest in economy and every inducement to be prodi- 
gal in tbe interests of tbe rufing class, they are more likely to err on tbe side of 
profusion. In tbe case of tbe individual, moreover, tbe side of tbe balance sheet 
over which be has least control is tbe side of income. In tbe public Budget tbe 
part which is considered to be least admitting of variation, is tbe side of expendi- 
ture. Hence while an individual must regulate bis expenditure according to 
income, tbe State, generall}* speaking, finds the determining factor in its 
expenditure. 

There are still otbei4 and more vital points of difference between the indivi- 
dual and tbe public Budget. Tbe laws of bis Society effectively restrict tbe indivi- 
dual in bis search for an income, but tbe sovereign State admits of no restraint on 
its actions save those of its own will. Tbe objects, besides, for which tbe State 
makes such claims are incapable of an objective appraisement. Its area of opera- 
tions is not restricted by any considerations of profit or retiuns. If a proper balance 
is established between the receipts and expenditure, it is all that the State desires. 
If there is a difference, the State would more frequently have an excess of Expen- 
'diture than a superabimdance of revenues.* A repeated surplus of Income over 
Expenditiue gives rise to possibilities of waste compared to which the evils of 
temporary borrowing to adjust the balance would be insignificant. 

In his great work on Finance M. P. Le Roy-Beaulieu has shown, by 
Comparative statements, how steadily in the last hundred years the expenditure 
of European countries has been increasing. An indiscriminate condemnation of 
cvCry increase in- the scope of State activity leads many a publicist to explain 
the increase on the ground of the natural improvidence and maladministration of 
democracies. Without wavering in the least in one’s faith in democracy, it may 
yet be admitted that there are factors in democracies not exclusively contributing 
to economy in expenditure, or even to its proper adjustment and just distribution. 
But even so it would not explain this steady increase of a century. The causes are 
deeper, more radical. The population under the Government of the leading, 
civilized States of the world has become more numerous, more refined, more cons- 
cious of wants, better aware of the means of fulfilling them, less careful, possibly, 
of the means and their cost. On the other hand, causes tending to reduce expen- 
diture are insignificant, if not non-existing. In the influence tending to increase 
public expenditure special mention must be made of the rise in prices. Though 
more marked since the beginning of this century, it must be taken to be present all 

• Cp. Adams " Public Debts ” (pp. 78-83) arguing in favour of deficits. Also, Dewey, “Financial 
History of the United States" describing the difliculties of the United States with their large surplua during 
18S5-1890. . 




through, the last centiuy, ever since, in fact, the Industrial Revolution was accom- 
plished in England. The rise in prices not only demands a revision of the salaries 
of public servants ; it makes the charges of such items as the eq^uipment for the 
Army and the Navy relatively more costly, and the payments made by the State 
for every kind of Stores more heavy’.* Another factor leading to an increase of 
expenditxu’e which ought to be specially mentioned is the growth of public indebted- 
ness and the consequent increase in the burdens of interest. Much of the debt of 
the European and American Governments is due to a legac}’^ of past wars or 
misgovernment, though, before the last war, an appreciable proportion of the Ger- 
man Public debt was due to works of Public Utility. There is the greatest differ- 
ence between the debt incurred for the wasteful object of a war and that occasion- 
ed by a well-planned scheme of national development, even though it should hap - 
pen that by theii’ very nature such works are apt to be antiquated and useless in 
a limited period of time. It is conceivable that as the canal was superseded by the 
Railway, so the Railway might be superseded by the Airoplane or the Aiuship. 
In spite of this danger such works, while they are in operation, bear their own 
biu'dens and still leave a margin. And if we may adopt for the sake of illustration 
tlie language of coimnerce, with a projjcr depreciation fund, the capital invested in 
such concerns is bound to be reprovided by the accumulated surplus from the 
profits of these very concerns.f 

Among the negative causes for the increase of expenditure the place of honour 
must be given to the relaxation of control and vigilance, due partly to a grovdng 
prosperity in which people become indifferent to such notions of economy sugges- 
tive of straitened means, but largely to the mismanagement characteristic of new 
Governments or uiisettled States. The facilitv witli which a strong Government 
can now-a-days raise funds by taxation or loans is also a factor tending in the 
same direction. And democracies, particularly in federations, encourage the 
req^resentatives of each small unit to secure the greatest possible portion of the 
resources of the large unit that he possibly can, and so the cumidative effect of 
these votes are in favom' of increased expenditm'e. To notice this factor is not 
necessarily to condemn it. An enlightened democracy, with a truer and more 
comprehensive realisation of the fimctions of the State, may find itself compelled 
to expand its sphere of public utility which would inevitably lead to increases 
in expenditure.^ 


* The effect of a rise in prices are visibie in Indian Budgets ever since the time of tlie Civii War in thO 
United States wnen tne Indian products Degau to find a more lavourable inarKet in iingliind. I'inancc Minis- 
ter alter Finance Minister arc complaining, in the latter quarter ot tne last n.ilf century our price level in 
India was very muen disturbed by the lad in the value of silver in terms ot gold. 

t Tile late Mr. OoKnalo often said irom his place in tne iiegialative Uounoil that he was not afraid of 
the public debt of India, as the greater portio" of it was secured by works of undoubted value. It is doubt- 
tul it nis judgment would nave remained unaltered by tne recent additions to the debt for the purposes of 
the Uiiropean War. See the chapter dealing ,.ita the debt of India. 

t In India the conception of tuc duties of the state favoured by the officers of the Company was 
naturally a reflex of the dominant idea in England. A misconception about' the causes of the Mutiny has to 
some extent perpetuated tne Ideal of state neutrality in India. W ith the exception ot some works of material 
improvement such as tne irrigation, canals and the itailways, the Government of India has not yet accepted 
the duty of educating its subjects nor combating with the problem of poverty. The Beggar Committee Keport 
pulilished a short while ago and relating to the Bombay Bresidoucy considers the.Deggarin the light of 
an offendorj and the Report can, therefore* be scarcely regarded as a stop to solve the problem of povertj’. 
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We Bare examined at some lengdi the eaiises governing the increase of public 
expenditure iir order the better to apply the principles to the anah'sis of the Indian’ 
Public Expenditure. Put tlie discussion would be incouijjiete without a mention, 
howe^Vr brief: of the causes, tending to a reduction of the 'Public Expenditure. 
Everv measure of the Conversion of tlie Public Debt or the reduction of the Interest 
is to that extent bound to diminish expendituri;*. Pcdernj)tion of any portion of 
the Public Debt, thougli in the year in uhieh the operation of the Redemption is 
carried out the total expenditure, may seem to be indated. ultimately acts in the 
same direction.' Administrative reforms and simplihcations in hhnancial machinery' 
have an identical ('fleet. The transfer of a number of .spending Departments from 
the Central Government, which can but ill control them, to the local governments, 
more capable of a proper apiireciation of the activities of these departments as 
also more likely to check them, has a similar efl'ect. though it may be that the 
greater attention 'paid to these departments woidd lead under the pretext or neces- 
sity of improved efliciency, to an increase in the expenditure in the long run. 

A point wliich we have not mentioned yet in this connection, rises out of the 
oft-repeated claims of tlie Government that all increase in expenditure represents 
an improyem^^Jit in efliciency. Rut the test of efficiency in administration, jiarti- 
cularly financial administration, lies not so mucli in a mere increase of the total 
c.xpenditm'e ; not even in a niggardly refusal to .spend on any occasion ; but in a 
well-distributed expenditure likely to benefit all departments and all sections of 
the community according to the ideals of the day. The States, therefore, which 
most frequently alleae this reason for the increased expenditure arc not always thr 
best in the distribution of their Public Income. In the review which follows ol 
tlie Public Expenditure of India an attempt will be made to show how far such a 
claim is tenable on the part of the Government of India. 


I.X. THE PUBLIC EXPENDITURE CONSIDERED GENERALLY. 

The following figures show the gi^owth of public Expenditure in India during 
the last si^ty years. 


Year. 

Amount in £ 

Year. 

xVmomit in £ 

Year. 

Amount in £ 

18.58-59 

50,191,690 

1879-80 

18,307,116 

1900-01 

65,136,375 

1859-60 

50,372,711 

1880-81 

52.648,968 

1901-02 

59,681,619 

1860-61 

16,7-19.986 

1881-82 

48.574,764 

1902-03 

52,228,871 

1861-62 

^13,538,502 

1882-83 

46,390,963 

1903-01 

67,971,782 

1862-63 

- 42, 97-1, .340 

1883-84 

46.768,487 

1901-05 

67,656,879 

1863-61 

44.201.120" 

1884-8.5 

16.992.199 

1905-06 

68,754,337 


. * ^pastoiio and Co.-jclieu Ciiiried out iii tlie ejfclitieaiiupoitant iiioa.,urc& of CoiiveibiDn seilsibly reduc- 

Uig tile burden of Interest in Jingland. Their evainple was copied in India af&o. .Sec for a fuller treatinen tr . 
the section dealing -with the Public Debt of Indl.i, ' - • 

6 


42 


1864-65 

45,588,905 

1885-86 

47,973,171 

1906-07 

71.656,135* 

1865-66 

45,748,681 

1886-87 

49,132,270 

1907-08 

70,697,229 

1866-67 

44,108,227 

1887-88 

50,948,192 

1908-09 

73,494,245 

1867-68 

49,060,873 

1888-89 

50,747,052 

1909-10 

73,986,854 

1868-69 

55,305,793 . 

1889-90 

50,913,167 

1910-11 

76,746,786 

1869-70 

50,122,841 

. 1890-91 

51,985,887 

1911-12 

78,895.416 

1870-71 

49,396,068 

1891-92 

54,340,936 

1912-13 

83,754.964 

1871-72 

46,478,837 

1892-93 

55,345,944 

1913-14 

82,894.752 

1872-73 

47,907,517 

1893-91 

55,808,216 

1914-15 

82,942.9.36 

1873-74 

50,890,627 

1894-95 

56,938,729 

1915-16 

85,602.198 

1874-75 

49,587,575 

1896-96 

58,372.660 

1916-17 

98,050.430 

1875-76 

49,013,871 

1896-97 

57,878,912 

1917-18 

104,575,273 

1876-77 

57,649,340 

1897-98 

61,695,878 

1918-19 

127,078,153 

1877-78 

61,916,224 

1898-99 

58,298,081 

1919-20 

145,644,100R.E. 

1878-79 

44,941,413 

1899-1900 

58,714,731 

1920-21 

132,311,100B.E. 


At tlie outset of a detailed study of the Public Expenditure in India there 
are several preliminary points which must be cleared up, and without which the 
subsequent remarks may not appear intelligible. 

t 

The most fruitful source of confusion in criticising a Indian Expenditure is 
the discrepancy between the figures of the total expenditure as well as of the in- 
dividual items. As observed in the note to the preceding table figures compiled 
from documents of the same unimpeachable authority show great variations in the 
gross and in detail. Viewed in their proper historical perspective the variations 
may perhaps appear negligible. Certainly any soxmd criticism of the system of 
expenditure, which ignores these discrepancies, would not for that reason alone 
be considered unfair or misleading ; but for purpose^ of comparison as much as 
for a comprehensive study these variations must be borne in mind and their causes 

ascertained in order the better to make comparisons : — 

% 

Among the reasons which explain these’ differences, perhaps the most iin- 
p or taut will be : — 

(A) THE GROWTH OF NEW ITEMS OF EXPENDITURE. 

or what is the same thing for our purposes, the sub-division of existing items into 
more than one distinct item. In his first Budget Statement Wilson showed the 
entire expenditure of £41,820,016 under the marginally noted 10 heads. 

t 

* Except for the last two years the figures refer to the accounts of each year. They are all given in 
£ the rupees being converted at £ l=rE8. 10 upto 1898-99, and at the olDcial rate of £1 — Es. 15 tliereafter. This 
practice renders the figures unfit for comparison without serious modifications. But even tliese figures, though 
tahen from the Official Finance and Eevenuc Accounta of the Government of India, differ from similar figures 
given by the late Mr. Butt in Ids “ India under the Queen” and taken by him from the Statiscal Abstract. 
This section deals with the causes of variations of a more general type but does not relate to sUch minute 
variations as the detailed figures for each year, - • 
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£ 


1. 

Cost of collection . . 

. . 7,317,845 

2. 

Interest (India) 

, . 3,035,667 

3. 

Military charges 

.. 18,460,240 

4. 

Stores (England) 

. . 1,004,940 

5. 

Marine charges 

816,645 

•6. 

Civil charges 

•. . 8,898,890 

7. 

Marine stores 

103,660 

8. 

Stationery, Mint &c 

292,170 

9. 

Miscellaneous 

. . 1,839,981 

10. 

Eailway interest 

50,000 


mentioned below. 

The changes made were: — 


This crude way of stating tlie 
accounts of a Continent na- 
turally could not be tolerated. 
Under the revision and reor- 
ganisation of the financial 
system contemplated by Wil- 
son and carried out by his 
successors, the total expendi- 
ture came to be stated the very 
next year under the 26 heads * 


(1) Expenditure under each revenue head, occurring collectively in the pre* 
vious year’s accounts under the heading “ Cost of Collection,” was separately 
given, thus facilitating a comparison between the net revenue and the gross reve- 
nue under each head : this reform incidentally revealed many an abuse in the sys- 
tem of collection or demonstrated the futility of any given source of revenue or 
its unexpected success. 


(2) Efefunds and drawbacks made under tlie revenues, owing to excess of 
collection or special exemption or compensation, were also separately shown. 

(3) Charges under Civil Departments were also anal)"sed into the component 
parts with greater detail, witli distinct mention of such dejiartments as Law and 
Justice, Police, Education, Political Agencies. 


(4) Allowances to the Native State.s imder Pensions and Eevenue compen- 
sation, and allowances to the District or other local bodies under special local 
legislation were also separately shown, but these have been, since 1869-70^ 
mentioned again collectively under other heads. 


(6) The Home Charges and the Charges under Public Works were given 
collectively, a full analysis of these being given as an appendix to each statement. 
In subsequent years both these items underwent frequent and considerable 
changes. The Public Works charge was complicated by the distinction between 
Ordinary and Extraordinary charges, between Capital and Eevenue outlay, as also 


* The 26 heads of the Second Tinanci.-il Statement are : — 


1. Eefunds and Drawbacks. 

2. Land Revenue Sayer & Abkaree. 

8. Assessed Taxes 
4. Customs 
o. Salt 
C. Opium 

7. Stamps.- 

8. Post Oflice. 

9- Telegratrtis. 


10. Mint. 

11. Allowances to N.S. under trea- 

ties. 

12. Allow.anccs to Districts. 

13. Army 

14. Indian Navy 
If). Public 'Vyorks 

16. Salaries and IflxpouseSi 

17. Law and Justite. 

18 . ponbfe. 


19. Education. 

20. Political Agencies. 

21. Siiperammaticm. 

22. Miscellaneous. 

23. Civ. Contingencies. 
21. Interest. 

25. Home charges. 

20. luthl'eSt op RuilwaySi 
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owing to the distinction between tlie Civil and Military Works, or the separation 
of the Railways from other Public Works &c. Since 1875'the Home C^liarges have 
been shown under each head by splitting up the main financial 'statement into 
four, columns respectively called India, Provinces, England and Excliange. The 
last item has disappeared since 1899.* . > - • 

' In the years that followed, the sysicm of showing expenditure was continually 
reformed on the lines indicated above. In the foot-note below an attempt is made 
to show the items of expenditure4n 1860-61, 1885-86 and 1915-16 "j'. The effect 
of such continual chanaes is inevitablv to cause confusion in the accounts often 
leading to an appreciable variation in the total as well as in the figure of individual 
items. For while in one set of figure.s a particular item may have been omitted, 
in another it may have been included. 


The present mode of showing tlic accounts of the Grovernment of India has 
been standardised since 1900 when the currency (jue.stion was settled. In fact 
after the great financial changes of Lord Cromer (then >Sir E. Baring) under Lor.l 
Eil^on the .system vas ju’actically fixed, giving with the financial statement ol 


” The excliange K.iiiis Of losses during 1019-20 are not included here, as it may .still be doubted 
whicher the new i,itu.s has come to stay. J'or niitlici dl'-eussion ot this (juc-'tion all-part the section 
dealing with euuenry 


t Items of public e\pcudituio in India in 1801. 1S85 and 1913. 


1800-61. 

1. llefunds and Diawbaclcs. 

2. Land Kej enue, saycr and 

Abkaree. 

3. Assessed Taxes 
1. Customs 

n. Salt 
0 Oiiiuiu 

7. Stamps 

8. Poat Olhee 

9. Telegiaphs 
It), ilint 

1 1. Allow.inces to Xutive states. 
J2. Allouaiices to JJistrictS 
I'J. .\imy 
J 1. Indian X.n y 
13- Public W orka 
3 0. balaiie-' 

17. Lau and .Tustitc 
IS Police i 

10. Education 

20. Political Agencies 

21. .siipeiannuation 

22. Miscellaneous 

23. t'lv. ( ontingencies 
2-t. Intciest. 

23. Home chaigos 
20. Interest on Itaihvays 


4 . 

3. 

0 . 

7. 

8 . 

9. 

to. 

11 . 


_]8S3-8G. 

llhect llcmands on Uevenne. 

1. llefiuids and Dr.iwbacks. 

2. .\ssignnients and Coinpensatiou 
Land Jtevenue (Collection) 

Opium 
Salt 

Stamps ,, 

HxcHe 

ProviiK iai Kates ,, 

Custniiia , , 

.Vssc'-'-ed Taxes .. 

EorC'ts ,, 

12. Kegistiatum 

13. Intel eat on delit 

11. Iiiteicst on otliei obilg.ilioiis 
13. PostOUne 
10. Telcgiaph 

17. Mint 

18. Oeueral Vdunnisli.itiun 

19. Law .iiid .) ustice 

20. Police 

21. Maiinc 

22. Eduentioii 

23. Hcclesiastic.d 
21. Medkal 
25. Political 

20. ‘Scientific and niinoi llopta. 
Miscellaneous C iv, Ob. 
Tenitoiial and Political iicusloua 
Civil Ehulongh and allonaiices. 
Snpciannnatiou allowances and 
pensions'. 

Misccllaiieons 

31. '.Stationery and Piintiug. 

32. li'aniine Kelief. 

.'Id. Coiisfr- ot Protective llailwuys. 

31. ,, of Irilg. Woiks. 

35. Keduction oi debt. 

30. Constr. ot llailwavs. 

llAmVAY IlEV. ACC. , 

37. State Eailway&. 

38. Cuaiantccd Cos. ' 

39. .Subsidised, Cos. 

4(1. Mis. Expenses 
3 3. Iiiigation Major. 

12. „ Tdinoi. ’ 

43. Buildings A Iloiidb Alii. AY oiks. 
41. CisilATorks. 

45. Army. - * 


1913-10. 

The items aie ne.iily the same as 
in Col. 2 e.xccpt s — 


(1) Posts and Teleguiplib ‘are 
given togothei, but Xo. 10 is 
left blank. 

(2) The item Xo. 20 is subdivided 
,into 2(5a .ind 20b. the former 
'being Aguenltuie and the latter 

tile old item oi bcientillc and 
.Minor Eep.utmonts. 


(3) Item 3' 
item Xo. 
Xo. 37. 


■ is lelt lil.ink but 
1 1 lepioduces the old 


g(. 

28. 

29. 

! 0 . 


( 1) Item Xo. 30 is mciged into 3S. 

1 * 

(.3) Item 12a is added to show 
exp. on inotective liiigatiou 
works be-ulos that charged to 
the I'aniine Belief -Vcct. 


(63 Item 40a Marine is added and 
the old item 21 is eliangcd into 
Poits and Pilots. 


■) Item 17 Mis. Works and I7a; 
special deienCe 'ivorks have 
been added. 
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.1885-86 the accounts of the preceding ten years incorporating the changes made 
in 1885.*. At the present time the total expenditure of India is shown. under 10 
inaiu and 48 subsidiary heads witli the additional tables, one giving .capital ex- 
penditure (in three head.s) lioi charged to revenues, and the other giving interest 

a i 

on State Eailways. ! s • < , < . . 

t ‘ i i ' r ‘ * « ' » i ‘ 

(B) CHANGES IN ACCOUNTS. ‘ ' • 

M ' I , ; ' 1 , , , , . 

* Another ef|ually important an<l concurrent explanation of these changes or 
variations in figures concerns the more formal changes in accounts, relating .not so 
much to the addition of items or sub-di\ision of groups, but to the .proper treat- 
ment of each 'teni from the point ofiv'ie.w of accouming. This is more a point of 
auditing than of Public Finance projjer. But vdthout duo attention to it. the pub- 
lic accounts will not be properly Icept. prepared or presented. Owing to the absence 
of such attention the accounls under the Companv .showed considerable confusionf 
In fact a good proportion of the labour of reorganisation in the Finance Depart 
ment which was undertaken by Wilson and his successors consisted of this mechani- 
cal .side of proper adjustment of 'lemsin accounting. Owing to the absence of pro- 
per ruleSj it frorjuently happened tliat an apparent surplus was ultimately chang- 
ed into a deficit by the excess of expenditure due to .some important items not 
being regarded as expenditure for the year in whicli they were incurred being 
eventually decided by the final authority to bo so treated. The most notorious 
Ilastration of tlie kind is to be found in the unaccountable confusion* of as much 
as 16 crores of rupees in the second Afghan war under the Finance Ministership 
of Sir John StrvhcyJ. In the .system of accounts then in force which was regarded 
as responsible for the erroig Sir E. Baring introduced radical change.s. The 
Treasury officers were rcipicsted to furnish an abstract account to the Accountant 


Lvuleiicc betuif tlio Welb.v c onnni'.siou point-^ to the CMsteiife of ii “ Green book” saiil to li.n c 
been prepared in tlie India Oilice and cnde.ivouiinf: to leUmt the aceoiintb of tlio eKpenditure of ll\e Govein- 
nient of India from ISOi-fii givin}; effect to all tne clianpe-j made in account', between ISGO and 1885. (See 
the evidence of Goklule add of r).idabn.ii Xnoroji ) 

i" Sir .T. Trcvely.an in 1801 (Budget ‘fi/eedt) 

“The.niO't iinport.int noik ol all is tlie revision of tlie gcnci.d y stem til .leeonnts and .iiidii. Tlie 
e\iaing si-sfcm was established by the Bast India Company on ttic good old mercantile double entrj’ piiiiciple, 
but it Iws since been overlaid and connived by a variety ol olisolete entries, Iireeovcralde Balances, and above 
,.aU, by a vast number of complicilcd and uilneeesSitry rnterpresUlcnUal and Iiiterdepartmental payments and 
’advances. In tne course ol tlie jiast yeir, tne m.iia jirincijilr'- wtieicby regularity and c.vactneds nave been 
established in the accounts-'ot il. M s Government, liavc been introduced into tlie Indian accounts, such as the 
rule tliat estimates sli.iU be t.akcii lor evpomliture coming m course of p.ayment within tlie j ear, and ttiat overy- 
tiiiiig bli.ill be debited and credited to tlie accounts of tlic year in m liich the amount is received or paid ; tliat 
tlie gross receipts sli.ill be credited to the revenue and the gro«s cliiirges sliall be debited to the charges ; tliat 
cxjieridlture snail lie provided for a liiial discharge in the estimates ol each of the dcpaitiiicnts lesponsible tor 
the general head of the service, and so foitli. 

t The Iiistory and nature as well as (he ofUcIal c.\plation ol tluT gigantic error — uhichinii 
democr.itifc country like Bngl.ind Mould luive meant a life sentence on the Public career of the minister 
responsible for it, It not uiij tiling Morhe, — iiiiy as mcU be given lierc briefly. The table in the mfirgin 

sboM's tlie co=t of the nar as estimated at various 
dates, and as lin.illy brought to book in the accounts 
of the Gos eminent of India. It necdb but a glance to 
understand tlie extent and nature of the error- The 
olUcial explanation tendered by Sir E. Baring in the 
i'inancial statement ot 1881-82 considered tlio mistake 
to liave arisen irom attention being devoted exclusively 
lo the classified and audited expenditure, while the 
issues from the Civil Treasuries to the Military De- 
, , , partincut M'ere neglected. Tlie total expendituie as 

sliQM-ii above must also Ijc added to tlio e.xiicudituie on tin; Punjab Xoithcin hitato Hallway wJiich accounted 
lor £1,019,000. 


Afghan Wav Estimates ol 

£ 

Eebruary 1880 

. . 5,752,000 

.lime 1880 

. . 15,000.000 

October 1880 

.. 1.5,777,000 

March 1881 

. . 10,005,000 

Exp. lor War 1881-82 . . 

.. 2,100.000 

I’roiitier Kailwaj s 

. . 1,477,000 
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General of the Province at the end of each month in a prescribed form*^. The in- 
formation thus obtained was to be telegraphed by the Provincial Accountant 
General to the Comptroller and Auditor General at Calcutta, in order to scrutinize 
and check the accounts. Every issue from the civil Treasuries was to be treated 
as expenditure and not wait until classified and audited. The relations also between 
the Comptroller and Auditor General and the Military Accountant General were 
altered so as to make the formerf authority supreme in all departments as far as 
the methods of keeping accounts were concerned. He would be responsible onlj' 
to tlie Finance Minister and through him to the Government of India. He had 
to keep a constant watch on the issues from the Treasuries on Military as on other 
accounts, and to keep the Government of India informed of tlie progress of ex- 
penditure. The Military Accountant General was to be given the status and powers 
of a Deputy Secretary for Finance in the Military Department, and required to 
keep a watch on the issues on account of the j\Iilitary Department. Placed at 
the head of the Accounts department, the Comptroller and Auditor General was 
required to submit a report every year to the Government of India, comparing the 
Budget Estimates with the accounts, explaining the causes of the variations. In 
addition to these reforms, which came into force from 1st April 1881. Sir E 
Baring also suggested the establishment of an independent audit system to supple- 
ment the then existing departmental audit system, mainly on the ground that 
since the two functions of audit and account were by their nature distinct, they 
ought to be kept separate. The Government of India could not however approve 
of the suggestion chiefly because they contended that the particular error of the 
Afghan war estimates arose not from any defect in the system of audit in force 
in India, but from a misapplication of the system. The suggestion was for the 
time being dropped. 


We have introduced in the present section this fragment at some length to 
illustrate the defects in the system of accounts which explain at least in jJart the 
variations in the final figures. A fuller description of the account and Audit system 
is given in the section dealing vith the Financial organisation of this work. 

C. UNCERTAINTY OF REVENUES AND EXPENDITURE. 


Though not quite connected with the general argument of this section, men- 
tion may be made here of another factor accounting for the variations in the figmes, 
—but of a totally different kind. Every financial statement of the Government 
of India contains figures for three years.. For the year ending the 31st of March 


» Receipts, Rs. 

Civil Revenues 
Debt .and Remittance 
Post Ollice 
Military Depaitment 
Public Works Department 
Opening Balance 


, Outgoings, Rs. 

Civil Jixpcndituie. 

Debt, and Remittauce. 
Post Office. 

Military Department. 
Public Works Department. 
Closing Balance. 


• n'hi I . . uiosing jjaiance. 

witlmiil oviwfPnni was inadequate as the Auditor General was to be a Civilian officer 

nniv S'®**™ 0* accounts. Would It not bo a good reform to keep this branch open 

Iffo^e'^iohal trafntog ’ or at least those mcmbeis of tlie Civil Servitb who haVe had a 


'T 
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of the year preceding that in which the statement is presented the final accounts 
are given, containing the actual income and the actual expenditm’c under each 
separate head. For the year about to close on the ensuing 31st of March the Ee- 
vised Estimates are given, containing the actual figures for receipts and disburse- 
ments for 8 or 9 months and for the remaining 3 or A months as close estimates as 
the information at the disposal of the Finance Department would permit. These 
Eevised Estimates differ in the total and in the individual items appreciably, and 
sometimes considerably, from the actual figures given in the accounts of the same 
year in the following statement, as also from the Budget Estimates for the same 
year. Finally for the year 'about to commence on the 1st April next the Budget 
estimates are given, prepared by calculation under each heading according to the 
existing.s^r lem as modified by the changes, if any are proposed, in the Financial 
Statement. Just as the revised estimates differ from tlie Accounts of the same 
year, so the Budget estimates differ vety considerably from the Eevised Esti- 
mates of that year and again from the Accounts of the same year. For each year, 
therefore, three different sets of figures are necessary. 

The explanation usually offered for this triple variation is that the chief 
items of revenues in India, e.g., the Land Eevenue, Salt, Customs, Opium, Eailways 
&c., do not admit of a precise estimate in advance, owing to the yield depending 
very much on the character of the monsoon in the ensuing season, which, at the 
time — March — when ‘these estimates are prepared, is an entirely unknown quan- 
tity. There is considerable truth in this allegation as far as the items of revenue 
are concerned, though even in that respect it must be remembered that : — (1) 
The construction of Irrigation works on a large scale in the last 15 years has made 
the apprehension of a complete failure of crops all over the country in one season 
extremely \inlikcly ;. hence the revenues depending on the prosperity of the landed 
classes is not so uncertain as it once could reasonably be alleged to have been, 
(2) The old uncertainty of -yield from the Opium revenue no longer worries the 
modern Finance Minister, since he has no more to depend on the fluctuating de- 
mands of an external market, or thtf vagaries of internal speculation. That revenue 
has, since the treaty with China inl907, ceased to be a decisive factor in the Indian 
Budget. (3) Even the Eailways no longer deserve the reproach of making the 
Indian Budget “A Gamble in Eains or Eailways” as Sir Wm. Meyer once describ- 
ed it. It is true, the Eailway income ^fluctuates, but the fluctuations, now that 
the Eailways are an earning asset of the Government, are not so material as those 
of the once important Opium Eevenue. Besides the variations under this item 
are not beyond the ability of the Government to control. It is not impossible to 
believe that the existing uncertainties in this head are due to the unwillingness to 
restrict what is assumed to be invariably a productive expenditiu'e. All these 
points about the variations in the different revenue heads are more fully dealt 
with pnder the appropriate heads in the chapters dealing with the Eevenues of 
the Government of India, 
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We may add hero, a particularly interestin<r oxplalialion of lliese triple vari- 
ations ill' the Kevenue and- Expenditure fifruros of the Government of India. ,The 
Indian Chancellor' of 'the Exohoquor has had in the past bitter experience of 
the uncertainties of the Indian Eevenuesand the inability of the responsible au- 
thorities to check expenditure. AViser by this, and preferring to be pessimistic 
in the expectations of the revenues and expenditure, they seem to have adopted 
since 1900 ,the fixed maxim of habitually understi mating the revenues'-. Perhaps 
it is a natural de-sire to demonstrate the excellence of their system that has led to 
this practice : perhaps the currency changes, of 1898-99, required as shown. more 
fully . elsewhere, constantly growing .suiqiluses. In any case the almost unbrok- 
en series of heavy surpluses since 1900 lends countenance to this view, and ex- 
poses the Financial Administration of India to the obvious, criticism that more 
is taken from the people by way of taxation than;is really required by the needs 
of the Government. Even admitting the common explanation about the uncer- 
tainties of Indian revenues wo can scarcely explain away on that hypothesis the 
variations in expenditure.f The distributing factors in expenditure, which 
singly or collectively have upset the calculations in the past, may be grouped under 
the heads of (1) Famine, (2) Exchange and (3) War. As regards the first, in all 
the years of the current century there has not been a single year of scarcity compar- 
able at all in its intensity to the gi-eat famine of 1899-1900. if we exclude 


* In this respect the late Mr. O. K. Gokliale was .nn iinllring critic of (he Government. In liKs ^ery 
first Budget speech (20-3-J002) Jlr. Gokhale remarked "Indeed Loid tlie more I think nhout this 

matter the more I feel (hit those siwitUiscs constitute a (louble wrong to the comniiniity. Tlie.v are 

a wrong in that they exist at all — that Go\crnment sliouhi liave taken so much more Irom the jieoplc than 
is needed in times ot serious depression and sulfering and they are also a wrong becau-e they lend tliemselves 
to an easy misintoipretatioii and among other tilings render iHi'-siblc the plienomonal oiitidsin of the .Secretary 
of State for India Mho seems to imagine all is lor tlie lic'-t in tliK best oi all jioj'.ilile land''. ” 

Mr. Gokhale explained the surplu'-es by the liigh level ot taxation aide by side with an artificial ri‘-e in 
the exchange value of tlie rupee, lie leitcrated his complaint >ear after year and at last in 11)10 he iirojiosei 
that all surplus should be devoted to projects of sanitarj reiorm a measure ot protest against the utter 
heedlessness ot rinancial authorities (See his speech in the Imi)eiial t-ouneil .'>-.3-1910). 

t Table sbowing surpluses (plus) oi defleits (minus) in Die acionnt' of tbc (ioNoriimeiit ol India 
between 1861 to 1919. 


Year. .Surplus or deficit. Y'eai. .Surplus or deficit. ' 

T c • 


1861-62 

—30.688 

1891-92 . . 

1862-63 

1,827,346 

1892-93 .. 

1863-84 

78,347 

1S93-94 . . 

,1864-05 

—19.3,527 

1891-95 .. 

1865-60 

2,768,068 

1895-96 ‘ . . 

*» 1866-67 

.. —2,517,491 

1890-97 .. 

■1867-68 

. . —1,007,695 

1897-98 .. 

1868-69 

.. —2,774,030 

1898-99 .. 

1869-70 

118,669 

1899-1900 i.. 

1870-71 

1,482,990 

1900-01 .. 

1871-72 

3,124,178 

1,901-02 .. 

1872-73 

. . 1,765,072 

1902-03 .. 

1873-74 

. . —1,807,668 

1903-04 .. 

1874-75 

319,197 

1904-05 .. 

1875-70 

1,068,945 

1905-06 .. 

1876-77 

.. —2,182,778 

1906-07 .. 

1877-78 

. . —3,543,087 

1907-08 .. 

1878-79 ' 

1,423,065 

1908-09 .. 

1879-80 

—878,596. 

1909-10 .. 

1880-81 

. . —2,420,930 

1010-41 .. 

1881-82 

2,396,967 

1911-12 .. 

1882-83 

449,891 

1912-13 .. 

1883-84 

1,253,138 

■ 1913-14 .. 

1884-85 

— 257,631 

1914-15 .. 

’ 188.", -SO 

. . —1,867,818 

1915-16 .. 

1886-87 

118,951 

. 1916-17 .. 

'1887-88 

. . —1,352,554 

1917-18 .. 

1888-89 

24,679 

1918-19 .. 

1889-90 

* . 1,1 41,355 

1919-20 .. 

1890-91 

2,458,781 

1920-21 


:U1,690 It will be noticed that there 
0.'>8 is an almost unbroken series 
— 1031,332 of Iieavy surplu.'-es from 1898- 
462,073 99 to 1913-14. Tile total net 

1.022.666 surplus .during that period 
—1,130,682 amounted to a little under 
— 3,5^8,807 £30 millions • br ‘ Rs. 54 crores 

2.040.873 eiinal to the total iirovlu- 
-2,774,023 cial revenues in -a whole year. 
1 ' 1.670,204 Before that period the surpluses 
1,961,027 1 and deficits are almost evently 
3,007,994 balanced theie having been 20 
2,997,343 vears of surplus totalling 
’ 3,456,077 £23,834,468 and 17 years ot 
2,092,223 deficit total £ 27,120-862 or .v 
1,589,37.5 jiet deficit ot £3,286.394. 

300,046 

■ — 3,737,710 ‘ ' I 

600,041 
' .3.930,287 
3,940,334 
3,107,034 . 

2.312,423 ' ’ 

—1,785,270 
—1,188,661 
7,478,170 
8,087,074 
—4,350,600 
866,100 , 

2,514,800 
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from tlie calculation tlie famine of 1918-19,^' The measures adopted for tlie 
prevention of FaminejOjoen to criticism as they ma_y be in other respects, are never- 
theless successful so far as to render deaths from sheer starvation over a large area 
impossible. The history of the famine relief policy of Government of India is 
sketched elsewhere.f We are here concerned to point out that Tamine as a factor 
of variation in the Budget Estimates and actuals has ceased to be of first rate 
importance. With the exception of the last great European conflict, there has 
been no great war. War Finance, like Famine Belief, is discussed in greater detail 
elsewhere. Its mention is made here merely in order to note that this second factor 
also cannot accomit for all the variations. As regards Exchange the appended 
table shows the loss through that source during the period that Exchange was 
a dominant factor. There are few sadder chaj>ters in the history of Anglo-Indian 
Finance than that relating to the mismanagement of the currency question. A 
chapter is devoted in this work to outline the history of this question and showing 
the bearing of the Currenc}' and Exchange Policy on questions of Public Finance. 
In this place we have to imint how far the variations in the gold value of the 
rupee can explain the Budget variations and exonerate the authorities concerned 
from the attendant blame. 

Year. Remittance Charge. @d— Be. ^Ipowance!^’ 

1872- 73 £ 14,537,603 £ 686,568 22.75 

1873- 74 „ 13,453,026 „ 901,878 22.35 

1874- 75 „ 10,974,185 „ 1,015,239 22.15 

1876-76 . ,, 12,484,003 „ 1,434,486 21.62 

1876- 77 „ 12,827,510 „ 2,458,034 20.50 

1877- 78 „ 10,241,190 „ 2,270,135 20.79 

1878- 79 ,, 15,959,884 „ 3,117,861 19.79 

1879- 80 „ 17,916,739 „ 2,957,244 19.96 

1880- 81 „ 16,013,784 „ 2,272,410 19.95 

1881- 82 19,179,510 „ 2,512,739 19.89 

1882- 83 „ 16,451,481 „ 3,115,563 19.52 

1883- 84 „ 18,971,399 „ 3,360,341 19.53 

1884- 85 „ 14,393,518. „ 3,535,903 19.30 

1885- 86 ,, 11,578,769 „ 4,289,810 18.25 

1886- 87 „ 12,325,576 „ 5,631,816 17.44 

1887- 89 „ 15,545,145 „ 6,049,368 16.89 

1888- 89 ,, 14,392,794 „ 6,383,146 16.37 

1889- 90 „ 15,622,525 „ 6,757,923 16.56 

1890- 91 „ 16,130,916 „ 5,468,057 18.08 

1891- 92 „ 16,252,486 „ 7,200,880 16.73 

* In the dearness of food stuffs .and the general level of prices tlie 1918-19 famine was more severe 
than any hnown so far in liistory. But a great portion Of that calamity was due to War conditions and the 
consequent export of food stuffs to tlie armies in Mesopotamia &c. 

t To give one example the famines of the decade 1870-80 cost £14,607,000. For more detailed 
figures see the section dealing with the Famine Expenditure. 

7 
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Year, 

Eemittance. 

Cbarge. 

@d — Re. 

Exeb. Comp. 
Allowance. 

3892-93 

£ 

16,683,005 

£ 10,287,290 

14.98 

• • • • 

1893-94 

V 

9,677,661 

,, 11,52.3,325 

14.54 

Rx. 619,468 

1894-95 

jy 

17,053,384 

„ 15,014,968 

13.10 

. „ 3,2.39,275 

1895-96 

53 

17,835,481 

„ 13,990,949 

13.63 

„ 1,. 327,6.32 

1896-97 

93 

15,789,107 

„ 1%116,399 

14.45 

„ 935,376 

1897-98 

33 

9,017,194 

„ 30,562,301 

16.35 

„ 685,865 


144,292,333 

Ever since tlie demonetisation of silver by European States in tlic seventies 
of the last century, it was clear that the Government of India, vnth their large 
gold obligations and all their revenues collected in silver, would be very heavy 
sufferers. They did not, however, take any steps to reduce or alter the character 
of these obligations. In fact after they had become aware of the annually increas- 
ing burden of exchange, they, instead of curtailing these' obligations, went on add- 
ing to these obligations not merely by a continued system of large borrowings in 
England for the purpose of prosecuting the railways and other productive or non- 
productive works, but by a constant expansion of civil and military departments, 
all mamied by Europeans with salaries paid in rupees and pensions paid in iSterling. 
In all the financial statements for which he was responsible. Lord Cromer.* empha- 
sised again and again the need for reducing the Sterling obligations of the 
Government of India. And though he was primarily arguing only for Eailway 
borrowing or for other capital enterprizes, the argument applied with still 
greater force to the increase of gold obligations through other causes. 
For while the railways had at least a pretence of being productive, and thus 
supporting their own burdens, most of the other expenditure — particularly the 
military expenditure — had not even a shadow of such justification. The steps 
that the Government of India did adopt, related to the change in the 
standard, and not to the fundamental cause of the increasing expenditure^ 
It was, therefore, relatively unimportant whether or not these measures 
succeeded, for whether we accepted the gold standard, or kept the silver 
standard, or adopted an international bimetallism, or fixed by law the value 
of the rupee in terms of the sterling, the root cause would remain unaffected. 
And as if it was not enough that the Government had ignored the real cause of 
the trouble, that they had not made any effort to alter the character of their 


N.B.— The figures of Ilemittanco give the total remittance, wiiich is not always eauivaient to the Home 
charges or the Bxpenclituro m Jirigland. Tliey used to avoid, wlien tlie exchange was against us, sending 
more than was absolutely necessary. The present policy of selling Council JiiUs witliout limit is the result 
01 fixing the Ji/xchange alter 1890. The net loss on tiie remittance in 25 years of disturbed exchange is 14J 
crores oi rupees. The charge column represents the net loss in a year due to Jixcliange. 
f T .,-1 column includes the compensation given since 1893-94 to tlie olllcers of the Government 

01 inaia, by way of an Indemnity for the loss through Exchange. Tlie figures In the last column give these 
sums granted as Exchange Compensation Allowance. 

Exchange Is given in pennies per Uupeo and is the average rate of all the remittance transac- 
tions during the year. 

♦ Op. His Budget Speech of 1881, 1882 and 1883. 

the chapt^°de*^ng witiiit ^ Sterling debt and of the interest during this period, see the table of debt io 



hewer contracts and obligations, the Government proceded in J une 1893 to add 
to the burdens and granted the Exchange Compensation Allowance.* The 
onlv argument that was ever advanced for such a one-sided measure was that a 
small section of the employees of the Government of India, who had to make 
regular remittances to England to support their families, foimd that it cost them 
more and more to make remittance to England as the value of the rupee 
fell- lower and lower. For the benefit of this small, but articulate section 
in spite of falling reveiiue and increasing difiicultieSj Government undertook 
this additional obligation against all considerations of equity, economy or 
enlightened administration. (1) It was against justice and equity because 
the employees of the Government had no legal claim to this concession, as 
under their contract Govermnent was bound to pay the salaries and emoluments 
of their servants only in rupees. The Government of India was scrupulously 
obsermng its contracts in spite of the heavy obligations. The pay of the 
British soldier in India had been fixed in terms of sterling, and though that 
involved a payment of a much greater number of rupees in 1898 than in 1868, 
no one was hardy enough to suggest an alteration of that arrangement for the bene- 
fit of the Government of India. The payment of the pensions of the retired ser- 
vants of the Government of India resident in England had been midertaken in 
terms of pounds sterling, and nobody suggested a variation of the arrangement — 
though it was really more than a hundred years old, having been fixed by Corn- 
wallis in 1793, and very little altered since then to the prejudice of the superior 
seiwants of the State — ^because no one had the audacity to question the sanctity of 
solemn contracts. In 1895 the Government of India could have easily borrowed 
almost any sum it wanted at per cent ; and yet it never dreamed of altering 
the arrangements with the guaranteed Railway companies to whom it was stipulat- 
ed to guarantee a minimum of 5 or 4. per cent, return on their i^.apital investment. 
Instances of this land could be cited from every other department, in which though 
the existing contracts were foimd to be undeniably onerous and oppressive, it would 
have called forth disgust and dismay if the Government had suggested “an alteration 
in their favour. And if existing contracts could not be— should not be — disturbed 
in favour of the Government, it may at least be asked whether there was any jus- 
tice or equity in disturbing such contracts against the Government. (2) The 
only answer that could be made to such a query mth any show of reason, is that 
such a powerful body as the Government of India must not be judged with the 
same principles of equity and justice as would be unimpeachable when applied to 
questions between man and man, between equals. The Government might quite 
reasonably be asked to grant concessions, even against the contract between it 
and its servants, if the altered circumstances make the literal enforcement of old 
rigid contracts unfair to the servants. For Governments, more than individuak 
must not stick to their stipulated pound of flesh. But in this case the circumstances 


Government aUowed tlie fixed rate of 1/6 for the rupee to such of their servants as had to make 
remittances to England to the extent of half their salaries and not exceeding £1,000 per annum. This 

remittances since the rupee had fallen to 

n shilling in that year. 
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did not' demand and would not justify such a concession. For if the Eiuropeaii 
servants of, the State in India sufiered by a fall in Exchange the Government, 
of India were suffering still more heavily. Their existing resom’ces were proving 
constantly inadequate to meet their obligations, thanks to the fall in the gold value 
of the rupee. New taxes had been imposed and old taxes increased to keep up Avith 
the growing expenditure. Further burdens could not be met from additional 
taxation on a community, already admitted as being taxed to their utmost capacily. 
And it would, therefore, be bad finance and bad equity to the whole community — 
akeady overtaxed — to increase taxation for the benefit of a small though powerful 
section. 

(3) Besides while admitting that the fall in the value of the rupee had dimini- 
shed the gold value of the salaries of the European public servants in India, it must 
be remembered that the salaries themseh’-es were originally fixed so high that the 
hardship on the European servants of the State Avere by no means so high as to 
justify such a concession. The loAA^est value of the Eupee Avas a little over 13d. 
Taking the original value to be 22d. there Avas a maximum fall of 40 % in the gold 
Amlue of the salaries. During the present AA'ar prices — generally speaking- — have 
risen by OA'^er 100 % AA'liich may be taken to be equivalent to a fall in the value of 
fixed money salaries of oA^er 50 per cent. And yet this has not so far required any 
special compensation to Government servants aboAm the level of menials, peons 
and loAV-paid clerks. Why should, then, a much smaller decline be required to 
be compensated for specially ? It is the inherent defect, of our community, and in 
fact of the Avhole social organisation in the Avorld, AA'hich makes such fluctuations 
in the value of money inevitable. But the Government Avould soon be banlcrupt 
AA'hich Avould consider itself bound to compensate specially its servants every time 
such fluctuations occur to the disadvantage of the public servants. (4) Perhaps . 
all these argvmients against the grant of Exchange Compensation AlloAvance Avould 
have lost their sting if Government had been scrupulously, meticulously fair in 
aAA'arding this grant. But the grant Avas made to all the servants of the State Avhose 
salaries had'suffered by the vagaries of the Exchange — in other Avords only to the 
European servants of the State. Noaa', if it be admitted that the fall in the value 
of the rupee had caused a rise in the general price level, Avhich it would not be de- 
nied AA'as fixed according to gold standard, the Indian public servants had suffered 
in the same AA'ay, and perhaps to the same extent* by the rise of prices in India. 
To exclude him from the receipt of this , compensation allowance could not but 
make the Indian feel that his coimtry existed for the benefit of the Eiu’opean and 
not for his. (5) Still another defect in this grant — a defect of detail but of very 
great importance — was that that the grant Avas made 'to all European servants of 
the State alike, whether they Avere already in the service or not. It may, perhaps, 

* In his recent interesting work on ♦‘Jloderu Currency Keforms^* Prof. Kenlmerei* has Sho^VIl “by 
appciuling a table of variations in the index Kuiubers of gold and silver and the value of the rupee in India 
as measured by its purchasing power over coramoditiesj that while the extreme variation in the value of 
gold was 03 points (100 to 163) between 1873, and 1893, that of silver in tlie same period was 27 and that of 
tlie rupee 31 points. “India," he says, “was like a merchant who had agreed to deliver over a long period of 
years, in return for a lump sum payment, a certain number of yards ot cloth of a given kind annually, and 
viio Unexpectedly found that the Yard stick was increasing in size three lo four per cent* every yeari’* , 
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be specially pleaded on behalf of the old servants that since their entrance into sef- 
vice the conditions had materially altered, and Government might be pleased to 
consider and compensate them for their new hardships. But the same argument 
could scarcely be urged on behalf of the new servants — those who had joined 
when the fall in exchange had become an accomplished fact, and only the extent 
of the fall was changing from year to year ; or worse still, those who were to join 
after the fall had reached its maximum. It might well be argued that these latter 
joined with their eyes open to the prevailing state of things. They would of com’se 
naturally benefit from any measures Government might adopt to steady the ex- 
change value of the rupee for their own safety. But why should they be given 
any special compensation when they were perfectly aware of the decline in the 
value of the unit in which their salaries would be paid ? It was the absence of any 
reasonable answer to this question, along with all the foregoing arguments 
against this grant, that made the policy so thoroughly objectionable, and that 
has exposed the Government of India to the legitimate and serious suspicion 
whether under specious pretexts they are not really indifferent to the interests of 
the people of India. 

This is perhaps too long a digression to be inserted in this place. It was ne 
cessary — xmavoidable — to show how attempts are made to mitigate the blame for 
misjudged acts of policy by lU'ging specious arguments about an unfavourable 
providence. The variations in Exchange would have caused comparatively few 
and unimportant fluctuations* had the Government of India (1) taken steps to 
limit, and gradually to diminish, their gold obligations, as they could have done 
with little difficulty even after the danger had become imminent ; (2) not under- 
taken wars of aggression or conquest, nor added to the military strength, nor cons- 
tructed defensive but uiiproductive railways from foreign capital borrowed on 
usurious terms ; and (3) not added mmecessarily, unpardonable burdens under 
the pretence of Exchange Compensation Allowance which, growing constantly, 
were a fruitful and permanent cause of variation between estimates and actuals. 

As would have appeared from the foregoing discussion, and as would become 
more increasingly apparent in the subsequent sections, the true cause of such fluc- 
tuations is to be found in the inexperience if not the incapacity of the offi- 
cers of the Government of India in, charge of the Finance Department. All the 
most important offices are reserved for — or are usually occupied by Indian civili- 
ans — ^men of liberal training in their youth, Avhom long service under dry and 
rigid rules has hardened and made impervious to all new ideas, and incapable alike 
of. seeing or correcting their mistakes. Called upon to discharge duties requiring 
familiarity with immense and complicated accounts, dealing with questions of far- 
reaching economic effects, administering a department demanding the fullest 


* Oil. Wadies evideuce befoie ths "Welby OjuaaiisJoa. ISsysuially liiS, reply to Jacob. 
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6 xei-cisc- of the most consummate statesraansliip, they were neitlier accountant;^ 
nor economists, nor great statesmen, whatever tlieir merits as administrators 

may have been. 

(2) Another patent factor for variations, usually on the side of excess of 
cxpenditm’e, though occasionally on behalf of economy, lies in the almost absolute 
power of the Secretary of State and of the India Office to suggest or sanction addi- 
tional expenditure of almost every land. We have discussed clsewliere the nature 
and extent of constitutional checks as regards Indian expenditure ni the section 
dealing Avith Financial Organisation. Here we have only to note that on account 
of this almost unchecked authorit}' to initiate, control and sanction expenditure^ 
the India office has again and again thrust upon the Government of India 
additional and unwelcome charges, often with the acquiescence or connivance of 
the officers in India, but sometimes even against their unanimous opposition. 
And as these changes are made often at the eleventh ho\ir fluctuations between 
estimates and actuals are bound to be serious and unavoidable.’^ 

(3) Lastly the present practice of commencing the financial year from .tipril 
1 st has nothing to recommend it in India except a too, too faithful imitation of the 
English system. In England the practice has its justification not merely b}’ right 
of prescription, but also because it is suitable to the commercial customs of the 
countryf. The bulk of the revenues in England consist of tax-revenues, — chiefly 
direct taxes, which are commonly paid in the first month of the calendar year — 
that is at the close of the Budget 3 'enr — when the large Corporations or landlords 
have realised their profits or rents, and are able to pay the income and property 
taxes. Similarly the bulk of the payments by the State being made on quarter 
daj^s, chiefly iu tlie last quarter, the commencement of the financial year on April 
1 st is quite suitable in England. But in India the most important sources of reve- 
nue depend upon the character of the season, and that character cannot be final- 
ly settled till about October. It woidd, therefore, be of great benefit if the finan- 
cial year is made to commence from October 1 st. All the important items of re 
venue can then be pretty correctly estimated, and so too the exjieuditure. The 
column for Eevised Estimates may even be altogether dispensed with, since, with 
a fidler development of the system of Provincial Einance and a better control and 
audit system, the final accounts in all branches of revenue and expenditure can be 
concluded by the end of the 1 st Aveek of October. The Budget may then be pro* 
pared, and introduced about the middle of October, to be finally carried before 
X’nias. If this reform is carried out, the financial procedure would at once be 
more simple and accurate. But this or a similar suggestion, though pressed before 
the Welby Commission, has not' yet been accepted by the Government of India. 

* The first Afghan war Is a classic example on this point. AVlthln the period hero TcvleAvcd, the 
first Budget Speech of Laing and the speeches ot Baring contain illustrations in point. See also the first 
tipeech of Wilson. 

„ ,, ■}■ , Upto 1886'87 the Government of India’s fiscal year commenced’ on May 1st and ended on April 

fiOth. It was changed into 1867 to conform to the English practice. There is besides the Fndi year dating 
from the days of Akabar, and oocassionally heard of even now in connection Avlth the land BcA'cnuci Being 
a lunar year, it is liable to variations AYhicb makes it unsnited to bo a sound fiscal period. 
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D. CONFUSION BETWEEN CAPITAL AND ORDINARY 

EXPENDITURE. 

(c) Another alleged reason to explain the variations between the estimates 
and the accoimts is the frequent confusion between capital and other ordinary 
expenditure. As a large proprietor or co-sharer in industrial concerns, the Govern- 
ment of India occupies a very prominent place among the progressive and civilized 
nations of the world. Thanks to these industrial concerns, they have to spend 
every year enormous sums to meet the ordinary, recurring, operating expenses, 
as well as to supply periodical renewal, replacement or extension of the existing 
concerns and new projects. Between these two classes of expenditure there is, 
indeed, an obvious difference as important in theory, as it is convenient in prac- 
tice. But in the absence of rigid, well considered rules, it is possible to overstep 
the vague and somewhat shifting boundary. It happened, for example, during 
the viceroyalty of Sir John Lawrence, that large sums were decided to be and were 
actually spent on the construction of the barracks which Sir G. Treveleyan and 
Massey both considered to be capital transactions, since they were to be met largely 
from borrowed money. It was apparent, however, that the distinction between 
capital and ordinary expenditure did not quite correspond to the distinction be- 
tween Avorks constructed from borrowed funds and those from surplus revenues. 
And so eventually all these sums were treated as ordinary expenditure, thus pro- 
foundly afiecting not merely the estimates but also the accounts of those years. 
Similarly, in later years, famine expenditure, war expenditure and even exchange 
losses were treated as extraordinary expenditure, which was not in the first instance 
charged upon the ordinary revenues. The possibility of doubt or discrimination 
has occasionally led to confusion in the figures. One set of figures for a given year 
may give net expenditure not including the whole of the so-called extraordinary 
or capital expenditure ; Avhile another set might give total expenditure including 
all such items. Bor one year, again, the figures may have been compiled before 
the final directions were issued ; while another set may give figures for the same 
3’'ear after giving effect to the final orders of competent authorities in doubtful 
cases. It is enough to mention this to show how differences in the figures of the 
same year are brought about. 

A cognate cause of variation may also be noticed here in passing. The tran- 
sactions of the Treasuries of the Government of India include a large number of 
items, on either side of the account, besides the revenues, receipts and 
disbursements on account of ordinarj^ expenditure. There are first of all the vari- 
ous kinds of debt, receipts and capital disbursements, such as the receipts on 
account of permanent loans, unfunded borrowings, Savings Banlc deposits, or the 
railway, canal or other Public Work Capital Expeuditm-e, Avhich must all pass 
through the Government Treasuries, and which cannot but complicate and some- 
times confuse accounts, Then there are the various funds deposited with and 



administered by tbe Government, such as the Local Funds, Pensions and other 
Provident Fmids, some Trust Funds etc. Lastly, perhaps, the most important 
item now is the remittance account, which is no longer limited by the Home 
Charges, but is assuming more and more the character of Banking and Lxchange 
transactions. Closely connected with this account by a series of laws and orders, 
is the Gold Standard Reserve Fund account and the Paper Currency Ec.scivc Ac- 
count The total transactions of the Government of India run info hundreds of 
millions of pounds owing to these various receipts and disbur.‘=cnionts. The 
magnitude of the transactions would, of course, be no excuse for the errors commit- 
ted thereunder, But the variety of these transactions, coupled frequently Avith a 
want of accurate classification, may explain liow variations in the liguics for the 
same year may be brought about. 

E. CHANGES IN CURRENCY. 


The last explanation of the variation in figures is to be traced to the changes 
in the currency system. The English administrators of the country naturally de- 
sired from the commencement to show the financial position of India in terms of 
the monetary unit with which they themselves were most familiar. Though all 
the revenues of the country were collected in rupees, and the bulk of the e.xpendi- 
ture also was in rupees, from the earliest times we find it the practice under the 
Company and afterwards under the Crown to prepare and present the final ac- 
counts in terms of pound sterling. Before the decline in the value of silver set 
in it was convenient, without being materially dangerous, for the Anglo-Indian 
financiers to show the accounts in sterling, since the value of the rupee in terms 
of t^old varied very little, the rupee being taken as equivalent to 2/-*. jMI the 
revenue figures, and all the expenditure in India, though originally in rupees, were, 
xmder this rule, divided by ten and shown in pounds sterling. Any real differ- 
ence occurred, if at all, under the Home Charges, Avhich were paid in real silver- 
converted into gold, and under the Railway earnings and interest which were 
agreed by contract to be converted into rupees or pounds at the fixed rate of 22d. 
for the rupee. The gain or loss on sucli exchange Avas collected together into a 
separate total and debited or credited as a separate item. 

This system worked fairly smoothly so long as the value of the rupee remained 
stable. But from 1873 commenced a serious decline in the gold value of the rupee 
and the ratio between the rupee and pound sterling Avas changing from year to 
year, month to month and even day to day. ‘ Except those transactions Avhich 
could be converted at a fixed rate under a specific contract, all the exchange 
operations of the Government of India Avere subject to speculation. The Govern- 
ment of India, however, pxirsued a policy of helpless drifting. They submitted to 

the constant changes in the ratio, accepted the loss Avhich Avent on groAAung year 

- - ... 

* The Sicca rupee was taken to he equiA'plent to one shilling ami the accounts hotvven- ^814 ,au 3 
1843 have been so renderett." ' “ • ’ .... ... 
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after year, and despatched wild warnings, indignant protests- and at length fren- 
zied suggestions to the India Office* We have detailed the history of these sugges 
tions elsewhere. Meanwhile the Government of India did not change their mode 
of accounts and could not or would not regulate their foreign obligations accord- 
ing to the altered value of the rupee. The accounts of revenue and expenditure 
were still prepared in pounds sterling, the rupee being taken at its old, unreal 
traditional value of 2/- the total loss on exchange being mentioned as a special 
item, and provided for in each successive Budget from 1873 to 1898 by a special 
estimate wliich was, indeed, frequently exceeded. The situation thus presented 
a completely misleading aspect. In 1886 the}'^ made the first necessary alteration. 
The figures of revenue and expenditure were stated in Rx. or tens of rupees and 
the loss or gain on exchange operations separately shown on each item in a separate 
column. Lord Cromer had, indeed, essayed as early as 1881 to reconcile the 
convention with facts by giving the ruj)ee a new value of 20d. But the later change 
Avas more important and more effective. It was then proposed to recast the ac- 
coimts of the preAdous years according to the neAV form ; and the proposal was 
carried out for the accomits of 1875 arid succeeding years Avhich Avere then pub- 
lished as an appendix to the Financial statement of 1886-87. It AA’-as said before 
the Welby Commission that the accoimts of the previous years also from 1861 
ouAA’ards had been so recast in what Avas knoAAUi as the Green Book. But as already 
observed the document is not accessible. For the next ten years or so the accounts 
continued to be kept in this ncAV Unit of Rx. with a separate column to shoAV 
loss or gain on Exchange on each item at the average rate for the year. Finally 
in 1899, the value of the rupee Avas fixed and the accounts from that date onwards 
were kept in Sterling again, the rupee being converted at the neAv rate of 
Rs. 15 =£1. Any gain or loss in exchange is noAV made to fall on a separate fund, 
called the Gold Standard Reserve ; as that fund and the operations connected with 
it are more technical currency questions, Ave have discussed them fully in. the 
chapter dealing AAuth the currency organisation. We mention these changes here 
to shoAv how they could not but cause discrepancies in the estimates a*nd the 
accounts -j- 


* See r. S. 1881-82. 

t In the Financial Statement of 1905-06 Sir E. N. Eater tried to sboAv by giving figures of actuals 
and estimates from 1893-4 to date that the variations betAveen the accounts and estimates in the Indian svs- 
tem of Finance averaged 3-35 per cent as regards revenue and 2-77 per cent as regards expenditure. Similar 
variation in the United Kingdom Avas 2-54 and 1-77 : France 3'17 and 2- 18; Spain 4-06 and 3‘80: and Italv 
3-11 and 2-80. But he added; • , > j 

“ It Avould not hoAvever be understood to contend that the criticisms are Avhohy Avithont justification 
That Avould be an overstatement of the case. Even Avhen alloAA'ance has been made for the disturbing factors 
alluded to above, the figures in the statement in para 52 shoAv that in the last tlu-ee years the reA'enue has ex- 
ceeded the estimates by more than those causes iairly explain. This feature has probably its origin in the for- 
mer uncertainties of Sterling Excliange. So long as all grcAAth of revenue and all fruits of retrenchment Avere 
liable to be SAvalloAA’cd up by a fall in the exchange it v^as common prudence to frame the estimates in the most 
cautious manner and to take no credit for the developments of revenue until they AA’ere absolutely assured. 
AVhen this factor Ai’as eliminated the traditions of excessive caAition remained, and due alloAvance Avasnbt 
alAVays made in the estimates for the expansion in the groAA'ing heads of revenue. ” 

( Financial Statement para. 55.) 

8 



CHAPTER II. 




ANALYSIS OF THE PUBLIC EXPENDITURE OF INDIA- 


XII.— PEINCIPLE OE CLASSIFICATION OF PUBLIC EXPENDITUEE. 

The consideration of the individual items of imblic expenditure would be very 
much simpler could we but adopt a rational system of division. The financial 
statements of the Government of India do, indeed, provide us witli a clear cut 
scheme of grouping and discussing the 50 odd items coiicstituting the lieads of the 
public expenditure in India. But the scheme of classification there adopted and 
standardised is the result rather of historical accident than of any considered, scien- 
tific arrangement. For our purposes in this work it has, of course^ the merit of 
practical convenience and traditional regularit}’’, though it could be hardly said 
that the latter has been maintained all through the period under review. But the 
absence of any theoretical, scientific affinity between several heads grouped under 
the general heading exposes the treatment to the great disadvantage of a con- 
fusion in the fundamental principles governing such expenditure. A historical 
study of public finance would be shorn of half its value if it does not bring into 
relief the first principles of public expenditure and revenues. To give but one 
llustration the Financial Statements of the Government of India combine under 

the one groui) items noted in 


SALARIES AND EXPENSES OF CIVIL 
DEPARTMENTS. 

1. General Administration. 

2. Law and Justice. 

3., Police. 

4. Ports and Pilotage. 

Education. 

Ecclesiastical. 

Medical. 

Sanitation. 

Political. 

AgriculUire. 

Scientific and other miscellaneous. 


the margin. 


5. 

6 . 

7. 

8 . 
9. 

10 . 

11 . 


There cau be none beyond 
historical reason for such a grouping 
Obviously Education, Sanitation, Medi- 
cal and Ecclesiastical Expenditme is 
and must be governed by entirely differ- 
ent principles from expenditure on 
Courts and Jails, Police and General. 
Administration. So, again, expendi- 
txu’e on Ports and Pilotage, Agriculture 
and other Scientific Expenditure must be ruled by different maxims than those 
applying to the ordinary civil departmental salaries and expenses. 

In spite of the admitted convenience of classification sanctified by long cus- 
tom, it would yet be advisable for a proper understanding of the principles involv- 
ed to evolve a new classification, more in accordance with the requirements of 
scientific grouping. The change, however, cannot be, should not be effected on 
the lines suggested by a new principle of division introduced'by the Indian Councils 
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Act of 1909. That Act permits the newly enlarged council to discuss certain sub- 
jects in the Financial Statement during the period that the Budget is before that 
body, removing at ibhe same time some more important subjects - from - its cogni- 
sance * • The recent report om Constitutional Reforms in India enlarges the scope 
of the activities of the Legislative Coimcils. But 'beyond increasing the number 
of discussable subjects they go little further in the du’ection of granting the Power 
of the Purse which is the guiding principle of such divisions. And the other new 
principle of division between the Imperial and Provincial Heads of Revenues and 
Expenditure, which for a long time was such a peculiar featiu’e of the Indian Public 
Finance, is also unacceptable. In their very nature these are principles of a poli- 
tical complexion or administrative expediency with very Httle financial or econo- 
mic value. To adopt them in the discussion of public revenues or expenditure 
would necessarily deflect our attention from the main point of financial efficiency 
to the relatively unimportant if not quite irrelevant discussion of political expe- 
diency. Besides such distinctions are bound to be transitory. They may be, 
indeed, they often are, important landmarks in constitutional progress ; but they 
cannot provide the student with a scheme of classification with any pretensions 
at all to permanence. > 

Accordingly the classification here adopted is based on the division of the 
functions of the State as represented by the established Government. 

(1) National Defence against Aggression by Neighbour: — Though a relic of 
the barbarous origin of our present civilization it has so far formed a most 


*■ Table showing the heads of lleveuue and Expendi are open to the Legislative Council of tho 
Government of India to diseuss or not under the Act of 1900- 

HEVENUE. EXPENDlTUllE. 


Heads Open. 

Land Revenue 
Opium 
Salt 
Excise 

Provincial rates 

Porest 

Registration 

Post OlBeo 

Telegraphs 

Mint 

Jails 

Police 

Education 

Sledioal 

Scientific and other 
departments. 
Receipts in aid of 
superannuation etc 
Stationery and 
Printing 
Exchange 
Miscellaneous 
State Railways 
Subsidised 
Companies 
Irrigation: major 
worlcs ; 

Minor works 
and navigation. 
Civil works. 


Heads not Open, Heads Open. 

Stamps Refunds and Drawbacks 

Customs Land Revenue 

Assessed taxes Opium 

Tribute from Native StatcsSalt 


Court fees. 

Army 

Marine 

Military Works 
All purely province reve- 
nue and revenue accruing 


Stamps 

Excise 

Provincial Rates 
Customs 
Assessed taxes 
Forest 


from divided heads in pro- Registration 
Vinces possessing Legisia- Interest on other obiiga* 


tive Counciis. 


tions 

Post Office 
Tclegraplis 
Slint 

General Administration 
Courts of Law 
.lails 
Police 
Educiitibn 
Medical 

Scientific and other minor 
departments. 

Civil 

Furlough and absence al- 
lowance 

Superannuation charges* 
Stationery and printing. 
Exchange Miscellaneous 
Famine Relief Protective 
Railways Protective Irriga- 
tion Works. Reduction of 
debt. Subsidised Companies. 
Miscellaneous Railway ex- 
penses. Irrigation major and 
minor. Civil works Capital 
expenditure, on State Rail- 
ways ami on Irrigation 
Works* 


Heads not Open. 

Assignments and Compensa- 
tion. 

Interest on debt. 

Ecclesiastical 

Political. 

Territorial and Political 
pensions. 

State Railways. 

(Interest, annuities etc.) 

Major works.finterest oh 
debt). 

Army 

Marino 

Military Works. 

Special defence 
Statutory charges. 

Provincial expenditurd and- 
expenditure arising from 
divided heads in provinces 
possessing Legislative 
Councils* 
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important item of public expenditure in all countries. Its importance arises nob so 
much perhaps from the intrinsic merits or national benefits of such expenditure in 
every case as from the vast sums spent under this head, constituting a very consi- 
derable proportion of the total expenditure. It is one of the dearest hopes of the 
lovers of peace-of humanity; that the present gigantic world war will end in put- 
ting a period to the mad race for armaments by bringing about universal disarma- 
ment and a League of Nations. But the prospects of a Waiiess world are yet 
remote. Until the dream is realised, we must include luider the group of items 
making up the Expenditure for National Defence (a) Expenditure on Military 
forces. Army, Navj'^ and Air Eorces, Military transport, including the paj and 
eq^uipment of every fighting unit; (b) expenditure for military preparedness, 
such as forts, frontier or strategic railways, Special Harbour and other Defence 
Works, Volunteer and Reserve Eorces ; (c) expenditure on Military Operations 
proper such as Frontier Expedition charges, whether for punitive or aggressive 
reasons or the charges of more important wars * 

(II) The Second group of 3IAINTENANCE OF PEACE AND ORDER 
includes expenditure on Police. Courts of Justice and Jails, (b) General Admi- 
nistration, (c) Collection of Revenue and (d) Political chargcsf including expense 
of Legislative ]\Iachinery, Foreign representation by Consuls or Ambassadors, 
or Political Agents as they are called iu India, and treaty obligations to other 
States, (e) Pensions comprising Territorial and Political allowances, Furlough 
and Absentee charges, superannuation charges or Pensions of the Civil and Mili- 
tary servants and (f) MisceUa neo''.s charges of a like descrijitionJ. 

li 

(III) The third group of Developmental Expenditure may be subdivided 
into Expenditm'e for moral development of the people and Material or Economic- 
Development. Under the former ivill be comprised Exiienditure on Education, 
including Scientific and Miscellaneous departments. Medical and Sanitation charges 
and Ecclesiastical; under the latter wc include Railways, Irrigation and other 
Public Worlc, Agriculture and Famine Relief charges, Ports, Pilotage, Posts and 
Telegraphs, Mint, and Interest on Public Debt§. 


Before concluding these preliminary remarks, we feel it necessary to observe 
that it would contribute immensely to the jiroper understanding of Indian Finance 
if some such classification is adopted in the annual statements. We are aware. 


ander tbe first group as It also 
ii%tarv VvnLd State. It has novertfieless to be distinguished from 

i /i ® ‘pi® Expenditure is incurred to restrain the elements of disorder within the 
commumtj, while the military expenditure is incurred to guard against danger from without, 

' Defence was discussed by the Welby Commission under the head of 

division ^ the Military Expenditure. AVe have given reasons elsewhere for not adopting that 


ther navable to accounts the Army Estimates include the charges for Military Pensions whe- 

« 

for MiliUry as'^for piwl^ucUvp°nimfo=to t difiicult to classify. The debt has been incurred as inucli 

poneiit parts. \s tliat woulri^imuff’v^r^'.-o.S *® interest must accordingly be divided into the two com- 

o, J>evel<,M.ntal SSl'SSS to ““ 
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indeed, tliat to upset tlie present form prescribed by usage and standardised would 
involve considerable inconvenience ; but tbe inconvenience is not by itself 
a reason for the rejection of a change vrhich in itself tends to improve. Under 
the present scheme, one is apt to have a false conception of the functions and 
duties of the State accepted by the Government of India. The inclusion of Edu- 
cation, Medical and Sanitation charges imder the head of Departmental salaries 
and expenses would induce a radically wong impression regarding the duty of 
the State in these respects as understood by the Government of India. It may 
be, of course, that the Government are not unaware of such a plausible misappre- 
hension; it may be that their pohcy in these departments is yet by no means so clear 
and defined as to enable them to commit themselves by a fundamentally different 
classification suggesting as great a change in the conception of the duties of the 
State. But even so, at the present time with the birth of New India and the grow- 
ing consciousness of a new National Unity, it caimot be pressed too much that 
the standard classification is obsolete, inadequate, inappropriate ; and that there- 
fore .a more suitable scientific and comprehensive classification should be adopted. 
The change need not be too sudden. For a time indeed the present classification 
may be continued, with supplementary tables to show the results according to the 
new classification; and when the latter is perfectly familiarised it may be 
introduced bodily. 



CHAPTER III. 


» — 

In accordance with the general plan of this work we shall discuss the total 
JJilitary Expenditure under the four main heads of : — (a) General principles 
governing Mihtary Expenditure, (b) the History of Indian Military Expenditure 
(c) Organisation of the Indian Army etc. and (d) Criticism and suggestions on 
a review of the policy and organisation of the Military Administration in 
India. 


XIII.-GENERAL PRINCIPLES OF EXPENDITURE ON 
NATIONAL DEFENCE. 

The first thing we notice in comiection with the Military Expenditure in India 
as 'in the other parts of the civilised world is its constant gro^vth in spite of many 
and vehement protests against such an income- M. P. Leroy Beaulieu, in his classic 
treatise on Finance, has shown by comparative statistics the exact extent of this 
growth in the leading countries in the last century or more. We shall content 
ourselves by merely referring the reader to him, and proceed to trace the cause of 
the increase. These, we thinlc, can all be grouped under (a) Political reasons and 
(b) Reasons of technical efficiency. As regards political reasons it may be noted 
that in countries lilfe Germany or Italy, if the comparison be extended over a long 
series of years the increase in Military Expenditure will be found to be due to the' 
alteration of the grouping of the State. In such a comparison the total Military 
Expenditure of the New State, like the German Empire after 1871, might show a 
distinct decline as compared to the total outlay of all the previously independent 
States. The increase caused by the consolidation of the several States into one 
large empire is only apparent. Again in cases like that of Japan, the increasing 
military expenditure though, real and substantial, might be traced to a revolution 
in the organisation of the Army no less than in the Idea] of the State. Memo- 
ries of a National hiuniliation, as in the case of France after 187lj tend in the same 
direction and there is an inevitable reflex action of such a policy on the policy of 
the neighbours and allies. And the legacy of a disastrous previous war and its 
subsequent debtj also illustrated by the case of France, contributes even more to 
the Military Expenditure in the shape of Interest and Pensions charges, not to 
Inention the bm'den of an Indemnity. Finally, we might mention in the cate- 
gory of purely political causes the case of countries like India, who have to keep 
up a scale of expenditure not so much in proportion to the needs of their own na- 
tional defence and integrity, as in accordanee with the requirements of Imperial 
Defencei 
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This brief analysis of the causes affecting increase in Military Expenditure 
relates to the past. There are political influences governing the present scale also. 
Apart from a highly problematic scheme of universal disarmament as the result 
of this war, the modern civilized States have claimed the necessities of irregular 
frontier defence as the chief excuse of their Military Expenditure. And where 
that excuse fails, as in the Case of insular countries lilce England or Japan, there is 
alleged the necessity of protecting a world- wide commerce or connecting a scat- 
tered Empire. It is true that in such cases Military Expenditure looms largest 
on the Navy which thus becomes the “ Senior Service. ’ ’ With the exception of 
the American Republic and possibl}” of the British Colonies, we may then say 
that the Military Expenditure of the modern States is governed more directly by 
considerations of frontier defence. Commerce protection and Imperial connections. 

Among technical reasons tending to the increase of Military Expenditure we 
may mention all the changes brought about during the present war in the art and 
equipment of fighting. Tlie addition of a Fourth Aerial Arm to the three origi- 
nal Arms of Artillery, Cavalry and Infantry is an instance in point. The improve- 
ment of the Long Range Guns, the introduction of the Poison Gas and of the 
Submarine, the necessity of adequate means of defence against these new dangers 
of the sky and the deep have among them revolutionised warfare since the days 
of Waterloo, of Sedan, and even of Mukden. These changes being quick and thick 
the increase in expenditure seems likely, if the old race for armaments continues, 
to be even more startling than at any time in the past himdred years. And in this 
estimate we do not include the immense possibilities of a continuous advance in 
the production of the appliance of war, rendering, as it inevitably does, obsolete 
and unusable machines and materials which ten short years ago were declared to 
be the last word in military perfection. A cognate explanation of the same pheno- 
menon is the extreme specialisation of modern means of warfare. In the days 
of Queen Elizabeth they fought the Great Armada with a very little Royal Navy, 
but with very considerable Mercantile Marine, which could at a pinch do duty 
alike as Cargo boats, Transport boats. Hospital boats. Collieries, Cruisers, Men-of- 
War and hundred other auxiliaries, which nowadays would have to be specially 
planned and constructed, and which cannot perform any duties save those for 
which they were designed and commissioned. 

The examination of the causes governing the increase in military expendi 
tm-e would be incomplete without a reference to its incidence. ‘ It has been often 
contended that though absolutely speaking the Military Budget has grown in 
dimensions in all the leading countries, the increase is not quite out of propor- 
tion to the growth of national wealth during the same period.' It may perhaps 
be true with regard to the European and American coimtries but there is the grav- 
est reason to doubt if the same is the case in India. As this is a point more 
appropriately discussed in the following pages, we content ourselves by merely 
drawing attention to it in this connection, 
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XIV.— ECONOMICS OF MILITARY FINANCE. 

After glancing at tlie causes affecting tlie scale of Military Expenditure let 
us now consider its cliaracter. Taking it under tlie two usual heads of expenditure 
(a) for war preparations and (b) that on actual fighting operations, we shall include 
under the former all outlay on and for the pay training and equipment of every 
fighting unit, whether of the Begular Army or of the Reserve'. This forms the, 
standing and regularly expanding item in modern Budgets. Its scale is de- 
termined by considerations of military efficiency only. An efficient army may 
prove cheap in spite of the annual cost as it acts as a sort of insurance against 
war, or shortens its duration when the war has actually broken out. * 


Expert military and financial opinion is divided as regards the most economi- 
cal methods for obtaining the best results from the point of view of militar}^ effi- 
ciency. Two rival principles have until recently, held the field in this respect. 
The United Kingdom with her Colonies and the United States were, before this 
War, the leading exponents of tlie system- of Voluntar)'' Enlistment; while the 
continental countries were the champions of Conscription. Special advantages 
were claimed by each side as the particular iustification of the system espoused 
by it. The advocates of Voluntary Enlistmentf claimed that (1) a standing Army 
of professional soldiers, however small, is more efficient by its compactness and 
specialisation than a whole nation of soldiers, who are each trained for a few years 
and then sent home to forget the results of their military training, at no time a 
very agreeable occupation to the majority and particularly distasteful when it 
is forced. The short annual manoeuvres and service in the Reserve are unable to 
keep such an Army upto that pitch of efficiency characteristic of a professional 
Army. But the latter, it is urged by the advocates of the rival principle is likely 
to prove dangerous to the peace of the common wealth if it is too large, and unequal 
to its task if it is too small. The task of National defence in an hour of danger 
cannot be satisfactorily performed by mercenaries, even when they are nationals 
of the country endangered, not so much because of any want of patriotism as the 
inability of their natural support, — ^the country at large — to back them up properly. 
It would be unfair to expect the rnass of the male population in such a country, — 
unaccustomed as they are to acting in concert wth large numbers. to discipHne 
and hardships, — to handle arms at a moment’s notice even if it is only to serve as 
auxiliaries A professional army, moreover, tends to be recruited from the most 
undesirable elements of Society The majority of the professional soldiers would 
be unreliable as they are imperviously insensible to the nobler emotions. But if 
these arguments of the Conscriptionist are weighty, his opponent can still find an 


Cp, Adams. He tlunlcs increased Military Expenditure increased wars and made them more 
costly and, therefore, less protracted. In a slightly different from this is also the favourable thesis of the 
vnriters of the Aprman Angel School. It must be confessed that neither the Busso-Japanese war at the 
commencement or the century nor the present worldwar lends supprt to this view, viz., that the growinc 
cost of a modern war on a first class scale is in itself a factor to prevent the war. 

. X, apparently held by the dominant military caste in Europe under the influence 

of the Ex-Kaiser. But Europe was not saved this war though all leading powers had for the past ten years 
or more been engaged in a mad race of perfecting their fighting machines holding them out as effective insur- 
ance against war— the greatest guarantee for the maintenance of the world peace. The protraction of the 
struggle was it was discovered, impossible to be controlled by the pure factor of military efficiency. 

EssaysVlstBaffilSic^to^ of Einance pp. 40,56,57,80; Cliff I,eslo 
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answer in tie (2) relatively greater cost of Conscription to tlie community. Tie 
total expenditure in Germany before tie present Eevolution was iigier tian in 
England, * but tie cost of individual soldier was muci less in Germany. But tiese 
figures are delusive. Tioy do not give any idea of tie cost to tie individuals taken 
from tieir legitimate economic employment, nor. to tie nation in tie siape of loss 
of worlnng days productively employed. To bring out tie total cost of tie Army 
under Conscription, we must add tie average wages of tie men engaged in produc- 
tive employment. “ Tlie military service postpones to a relatively very late 
period tie productive use of tie productive powers of tie country .... Tie waste 

of sldlled labour. . . .is enormous. Half tie time of tie flower of population is 

tins unproductivel.y spent, ” says Cliff Leslie, by no means an unsympatietic 
critic of the compulsory System.f But tie advocates of compulsion consider tie 
value of discipline and habits of regular life acquired during three or four years of 
compulsory military service as more tian compensating for all tie indirect loss 
arising from unproductive employment. “ The Army Acts as tie most finished 
school of hygiene, ” says Price Collier in bis sympathetic work on Germany. 
But tie Anglo-Saxon Psychology is apt to undervalue tiese results, considering 
tie habits of discipline and regularity as having been purchased at too great a cost 
if all individual initiative is to be lost thereby. Jerome K. Jerome’s satire about 
tie German love for order and respect for authority depicts faithfully tie English 
idea of -tie value of discipline. But to an impartial observer tie question may 
nevertheless occur whether in a country which leaves its citizens to shift for them- 
selves, is it always certain that tie majority of tie- citizens will be Napoleons and 
not Bill Sykes ? Besides tie argument about tie loss of wages may be more 
definitely answered. J Coin argues that tie loss must not be computed at tie 
average rate of wages, since tie average wage-rate would have been muci lower if 
tie men engaged in military service were competing with tie rest for industrial 
employment, not to mention tie equally important fact that most of tiese men, 
if not in tie army, would probably have found no employment at all. We must^ 
moreover, assuming them all to be productively employed, also allow for waste 
due to strikes and lock-outs and other disturbances of tie modern industrial 
machine. 

< 

. Everything considered tie compulsory system seems preferable to tie volun- 
tary, not only because tie unit cost of military defence is muci lower tian in tie 
latter ; but also because under Conscription tie nation can always command a 

• Tho following statistics liave been compiled from the Statesmans Year Book 1916. 

The Military Budget for 1014. 

Country Total Military Total Military Cost per soldier. 

' Establishment. Expenditure. 

Franco .. £ 846,108 .. £ 48,146,888 £ 66-9 nearly, 

German Empire .. .. 800,020 .. 60,429,705 .. 75-0 ,, 

United Kingdom . . . . 239,000 , . 28,845,000 . . 120-7 ,, 

United States ., .. 100,774 .. 21,438,829 200-75 , 

(1915-10). 

Tills table shows the cost per army unit much larger iu tho countries of Voluntary Enlistment than 
those of Conscription. 

t Cliff Leslie Essays— 143. 

$ See Cohn <• Finance” 4rt. 142, 175, 181, 188. 
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mucli, larger proportion of well- trained reserves, egual to any emergency of na- 
tional defence. Under Voluntary Enlistment Reserves are apt to be neglected, 
ill-trained, ill-equipped, inadequate, undisciplined and unreliable. Apart from the 
purely military reasons there is a justification for compulsion on an industrial 
basis. The maintenance of large armies almost inevitably brings in its train 
the establishment of large industries run mo.st efficiently by the State. Jt vould 
not do to trust to outside suppl}’’ for military necessities in times of war. England 
furnishes a classic example of the danger which may overtake a country, not quite 
so rich or well-connected as England, if in its moment of supreme need it has to 
depend for food and fodder, for guns and shells on foreign supply. Works like 
the Krupps’ become a national necessity and afterwards supply an obvious refu- 
tation of the common delusion about the incapacity of the State to conduct indus- 
trial enterprises. Besides^ large masses of men habitually living under strict 
regulations prescribing their food and clothing, their amusements, occupations and 
exercise, render it ever so much juore easy to organise laboim, and through labour 
the whole world of industry. If then we prefer conscription, it is not because it 
is symbolical of Militarism, but rather because it is a foretaste of Socialism. 


(B) The other branch of Military Expenditure, — cost of fighting operatio, — 
is irregidar and abnormal. When it occurs it may be met out of current revenues 
or from borrowed funds. The vast dimensions of modern war expenditure make 
a strong irresistible argument in favom- of borrowing; and the balance of historical 
tradition inclines the same way. But to burden unborn generations with a con- 
siderable load of unproductive debt Avithout any compensating factor is an ob- 
vious injustice. Modern economic opinion is, therefore, in favour of meeting 
as large a share as possible out of the current revenues, Avhich must consequently 
be raised to the highest bearable pitch before having recourse to loans. The com- 
mon delusion about Avars paying their own cost Avas a lame justification of mili- 
tarism which, it is to be hoped, is destroyed for ever. It is not ahvays possible to 
make the vanquished bear the cost of their victors’ triumph as weU as their OAvn 
burden of unsuccessful opposition. Such a victor}’' Avould have been purchased 
even when it is an accomplished fact, by years of Avasteful preparation for Avar. 
To be financially paying, the Avar must be against -aii enemy that even in defeat 
would be rich enough to pay an Indemnity. And, of course, the vanquished under 
these circumstances Avould for ever prepare for llevenge ” in spite of a steady 
impoverishment ; and thereby keep up an increasing scale of Avasteful expendi- 
ture for the victor on pretence of preparation. From the standpoint of humanity, 

* • approval of the Compiilsorj; Military Service lias, of course, to be modified by local considera* 
tions. ihngland with her scattered possessioiib find it dilQcult to ask her citizen soldiers to serve for 

tlttee,3’^ears in distant colonies. Tlic existing industrial organisation of countries like England or the 
United States must also be consulted before such a scheme can bo adopted. In India* such a system would 
in ail probabiiity be a fauure at least for some time to come, owing to the religious sentiments ot a large sec- 
tion ot i/he j^opulation. The industrial argument in favour of Conscription adduced above will gain or lose 
according as the Isew German Social Democracy succeeds or fails. And the whole argument would be unne* 
cessary it the League of Nations, "^hen established, is able to control the local ambitions ot the Constituent 
wtates* ' ] 
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We cannot but regard all wars as 'a collossal waste of luinian energy, tolerated' only 
during a' temijorary insanity of the so-called reasonable being. Interested casuits 
have, indeed, suggested that wars have their advantages, e.g., the better grouping 
of nations more in accordance with the principle of nationalit 3 ^ Without ques- 
tioning; for the moment, the need of ethnic unity in political grouping, we may yet 
ask whether against a solitary Sadowa history would not furnish ten Sedans, 
Jenas, Austerlitz or Marengos ? If nationalitj’’ be in the interest of humanit}^ its 
cause may as well be served by less bloody weapons. Every instance of military 
glory, — and wars are really the result rather of individual infatuation of powerful 
despots than of ti'uly national considerations in the interests of humanity from 
Charlemage to William II — means the downfall of a nation, — or, to. put it more 
acceptably, — the Birth of an Empire. It has nothing to do with interests truly 
of the entire world ; it can never be beneficial even to the victor. The loss must 
be nieasmed not merely in the simis of money actually spent diuing hostilities, 
but the incalculable loss of life, the waste of wealth, the growth of animosity, the 
perpetuation of traditions of Revenge must be considered as well. * 


' XV. A BRIEF HISTORY OF THE INDIAN MILITARY EXPENDITURE. 

The sketch attempted below is purely from a financial standpoint, questions 
of military organisation and distribution of armament and equipment, though 
inseparable, will be touched upon only in so far as they are inevitable for a correct 
understanding of the subject. The general discussion of military policy will be 
postponed to the last section in this reviewf. 

At the time of the Munity the Company’s Army consisted in part of Em’opean 
regiments, but largely of sepoy regiments officered by Europeans. The proportion 
between the two was : — British 39,500. Indian 311,038. Total 3,50,538. 
The disproportion between the Indian and the European troops came to be regarded 
as the efficient cause of the mutin}'-. Hence in all projects of military reform set 
on foot after the transfer of the Government to the Crown, the first consideration 
was to increase the European element. A Emopean soldier was relatively more 
costly than an Indian, not only because the pay of the former was higher, but also 
because of the higher pensions, housing,, sickness, transport and other charges 
incidental to a European Army in India. Accepting the principle of a considerable 
force to be permanently maintained in India, Lord Canning and his ’friends still 
contended for a local European Army, which should be at the disposal of the Gov- 
ernment of India absolutely, which Avould not be liable to be removed from India 

i *' The treaty of Versailles is a masterpiece of camouflage and a striking instance of the argument 
.adduced in the text, ffrench opinion, if truly represented hy journals like “L’actiou Francaise” seems to 
have lost its equipoise, and is intent upon demanding and exacting the utmost that can possibly be obtained 
.from Germany .wthout utterly destroying her like Austria. While these proofs were going through the 
, press, the final figure of Reparation payable by Germany is fixed at 11,300 million marks in 42 years 
exclusive of payments already made. It is extremely' doubtful if Germany can pay this amount without 
.being annihilated. 

t Imperial Gazetteer, Vol. IV* 
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for the defence of the Empire at large. It would he more economical and more 
efficient ; economical because to a very large extent the transport and other char- 
ges would be saved ; and efficient because the experience gained by the officers 
and men will always be at the disposal of India. Finally, it was more than proba- 
ble that the officers and men of such a local European force would come to identify 
themselves more closely with the people and thus promote mutual understanding. 
Unfortunately for Lord 'Canning, Imperial considerations prevailed. “ The Brit- 
ish Army, ” it was urged, “ should be truly imperial and ought not to be divided 
into two parts serving different masters ; that the spirit and traditions of the Bri- 
tish Army could be preserved only by the periodical returns of the regiment to 
England.” One would have thought the British Army in India, governed 
directly imder the authority of the British Crown, Avould in no way be 
serving two different masters. It possibly may have been the case when 
India was governed by the East India Company, It was, neverthclessj 
resolved that the Company’s Euroj)ean Aimy be transferred to the Crown 
and be amalgamated with the British Imperial Army *. The Royal 
Commission appointed to consider the question, advised that the European 
Army in India should consist of 80,000, and tliat the Native Army should 
not exceed more than 2 to 1 in Bengal and 3 to 1 in Bombay or Madras* 
In order further to render concerted action by Indian troops imx)ossible, it 
was provided that the Native Regiments were to be formed as far as possible 
of units of different castes. In 1861 the British Army in India was 
60,000 strong, but the strength was reduced in latter years. After the 
amalgamation the British regiments came to India in their regular tour through 
the Empii'e, the object being to familiarise the officers and soldiers with the 
conditions of fighting in every part of the Empire. AVhile in India the troops 
are supposed to be lent to and paid by the Government of India, the jules of 
pay, pension, equipment being as nearly as jmssible co-ordinatedf. 

At first the payment was made on a cajpitation rate of £10 per soldier, the 
term soldier including officers of all ranks, but later on the system was abandoned 
in favour of actual expenses, which again was superceded by a new capitation rate.f 
All changes in the organisation and equipment of the British Army sffch as the 
Short Service System, introduced by Lord Cardwell, in the British Army in 1870 
were also given effect to in India independent of any consideration as to whether 
the change was suitable to Indian conditions. India has also to bear the charge 
of every increase in the pay &c. of the British troops, which are given effect 
to in the United Kingdom, apart altogether from her financial ability to 


.. Canning was a warm supporter of the idea of a local European army In India and ho miuhfc 

tijiite probably have earned the day, but for the “ AVhite Mutiny ” due to the protests of the European sol- 
dieis against being.transferred to the service of the Crown, without their u'ishea in the matter being at aU 
considered. . Cp. His life m the rulers of India Senes, and also the History of India by Trotter. VolTlI. 


* t .. . ujjsu uiiu xListury ui jLuuia uy irouter. voi. 11. 

t There was a bitter dispute between the Government of India and tlie War Oflicein respect of these 
British troops while serving in India. The official witnesses before the Wdby Commission 

t CaSA fnr fillA. fJnVArntMAnf, nt TnHin Cao tt ^-r. , « .7 


Home Charges of ..m.c bui. .u ^uu.u. xuu umeiai wirnesses neiore tne rveiDv Commissi 

made out a strong case for the Government of India. See particularly the Evidence of Sir Henry Waterfleld. 
of the Welby^Comm/s^om changes, see foot note below a quotation from the Eeport (Majority) 
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bear these charges. The increment of 2d. a day allowance granted to British 
troops in 1902 ; an all-round increase of 4d. a day granted to British troops in 
1904 ; and the similar increase granted in 1916-17 may be cited as example. * 

The Native Indian Army was reduced, after the Mutiny, from 311,000 to 140,- 
000 by 1864. But the European officers attached to each native regiment were 
at the same time increased. These officers were in future to be recruited from a 
new institution, called the Indian Staff Corps, created in 1861.' Promotion in 
thA'StafE Corps was to Le-purely on lines of seniority, 12 years service (afterwards 
reduced to 11) qualifying for Captaincy, 20 years for Majority, and 26 years for 
the Lieutenant Colonelship. After 5 years service as Lieutnant-Colonel the brevet 
ranlc of Colonel was open to every officer. At the same time that it provided offi- 
cers for the Native Indian Regiments the Staff Corps was also to provide for posts 
in the Army Department, as well as for those Civil and Military posts which were 
open to soldiers f . The great evil of the institution from a financial stand-point 
(and we may remark in passing that it was by no means free from objection even 
on the ground of military efficiency) was that it would add enormously to the pen- 
sions charge by the automatic, mechanical qualification it required for a certain 
pension being earned. 


As regards the conditions of service in the Army the first decade of the present 
century was fruitful in liberal improvements. In 1902 the pay of the British 
troops in India was increased by 2d. a day at the extra cost of £225,000 ; two 
years later another increase of from 4d to 7d a day was sanctioned under the name 
of service pay. The whole of the service pay issued in India was borne by the 
Indian Exchequer according to the decision of the Ai’bitrator, the Lord Chief 
Justice of England. The extra charge was £700,000 a year. In 1909 the pay of 
aU ranks of the Indian Army was increased by Rs. 3 a month to the non-commis- 
sioned officers and men of the Silladar Cavalry, and Rs. 2 to other troops with 
a free fuel aUowance, aU costing £427,000. At the same time the pay of the junior 
officers Avas raised, a Kit-and-boot- Allowance rvas added. Pensions rules rvere re 
vised, and free passage by rail rvas granted. The accommodation for the 
Indian troops was improved in 1910, forty years after the barracks for the 
European soldiers were improved. The payment to the War Office was increased 

in 1909, by £300,000, OAving to the increase in the Capitation rate from 
£7-10 to £11-8-0$. “ 


lenmiKea wiac “ liverv Officer Jn lu 

to the service till ho had served 38 vea^ ”“‘fn ':ioJonei s aiioAvance if he lived and <dn' 

there tvete 601 to receipt 0( ffipeVrStarence ‘n • totel nureber ol offlc™. 2 8 

01 the W/tSpSvtogTlS^^^^^ >n dctaytos the elteetlve chare 

of ad j ustment, and when the permanent Brit hh I^'convenience and del 

the Mutiny, it hecame necessary to reconsider tfie subject* 4 SiSe wJs^'Snted 

(continued to nest 




The subjoined table shows the composition, strength and distribution -of the 
Indian Army as sanctioned by law in 1915-1916. 


BRITISH ARMY IN INDIA. 


Northern Army. 

Officers. 

Men. 

Total 

Southern Army 
Officers. Men. Total. 

Officers. 3Ien 

Koyal Artillery . , 

« • 

.. 292 

7,681 

7,973 

287 

7,51)9 

7,790 

379 

15,100 

Cavalry 

» • 

162 

3,694 

3,756 

81 

1,797 

1,878 

243 

5,391 

Koyal Engineers 


204 

0 

213 

103 

6 

111 

309 

15 

Infantry 


784 

28,164 

28,948 

672 

24,126 

24,798 

1,460 

52,290 

Invalid and Veteran 


• • • » 






, * 

• • 

Indian Army 


71 


71 

30 


, , 

101 

* , 

General List 







. , 


, * 

General Officers 


1 

-• 

1 

•• ■ 

• • 

•• 

1 

•• 

Total 

• . 

1,514 

39,448 

40,962 

1,175 

33,438 

34,013 

2,089 

72,886 



Grand Total of Officers and Men 75,573. 







INDIAN ARMY. 





- 

Northern Army. 




Southern Army. 


Total. 

Artillery 


57 

6,440 

6-497 

11 

3,603 

3,014 

08 

10,043 

Body-Guard 


4 

280 

•284 

•4 

142 

140 

8 

•422 

Cavalry 


372 

13,440 

15,812 

211 

18,810 

9,021 

583 

24,250 

Infantry 


1,005 

65,688 

66,783 

930 

34,304 

55,234 

2,025 

119,992 

Sappers and Miners 


34 

2,100 

2,134 

•53 

•33,395 

3,448 

87 

•5,495 

Total 

• « 

1,562 

80,948 

91,510 

1,209 

70,254 

71,463 

2,771 

100,202 


Grand Total of Officers and Men 102,973 

In addition there were British Army 75,573 

Imperial Service troops amounting to 21,069 

Reserve „ „ 35,124 

Volunteers „ „ 42,655 


Total Army . . 338,406 

After the wholesale reorganisation, the Army in India enjoyed nearly 20 years 
of quiet, enlivened occasionally by frontier wars in Bhutan or Cliina, and in 
1867-68 as far afield as Abyssinia. But it was on the whole an era of peaceful 
development. In spite of the rigid and drastic economies determined upon after 
the Mutiny, and carried out by Lord Lawrence, the military expenditure did not 
show any diminution. In fact a marked increase occurred during 1868-69 to 1870-71 
owing to the large expenditure undertaken for military barracks and paid out 
chiefly from the ordinary revenues. Sir John Lawrence was the rfiost powerful 
exponent of the policy of “ Masterly Inactivity ” on the frontier, which saved 
India from a disastrous Afghan War during his administration and that of his two 
immediate successors*. The policy of armed vigilance on the frontier keeping 
Jingoism in chains, and resolutely refusing intervention in afiairs which concerned 


us not, was reversed by the fatal blunder of Lord Lytton, who was encouraged and 
supported by the “ Forward ’’ School in England. Without going into the rights 


(contd.) 

iu 186n It recommended after much consideration that payment should ho made for Home charges in the 
lorm 01 a tapitfition Kate of £ 10 on every soldier on the Britlsli estabh’shment in India, tlie term soldier includ- 
ing offlcere 01 aU alike.” (para 258 Welby Commission Keport). 

fpi, *' greater part of the claim refers to services the cost of which is covered by the ‘ Capitation Kate. ’ 
ate :-;-(l) Enhertnent and training of the recruit. .(2) the pay of young officers 

™ T,. 1 - the_ force and awaiting orders to sail , . . . . , . .(3) tralnmg of veterinary sur* 

A j candidates for the I- M. S< (5) Educational establisliments, , , . . . 

^ drafts sailing for India, (7) expenses of men sent home from India either as 

E.\penses of Indian invalids at Nentlcy and W'oohvicli Hos* 

pitais.^ (para 2o4 Welby Commission Keport). 

1 RR 1 0^,1 actual charges upto 1860; payments on account were made between 

f Committee recommended a £10 Capitation Kate which the Government oflndia 
iinfn which Were accepted by an act of Parliament fn full discharge 

£7-10 in 1880-90.'” ^ ^°“™'rtee was appointed to determine the payments for the future, wliich linajly fixed 

cppositc%wls,yp.'<'MaljMSE^^^^^^ 


or wrongs of the Second Afghan War, we may at least remark that financially it 
was no less a disaster than militarily it was a catastrophe. The story of the full 
havoc of the Afghan War on Indian Finance is told elsewhere. We need, here, 
only acknowledge the solitarj’- instance of bare justice that England has rendered 
to India in all their comiection of more than a century. The War was fought for 
English interests and at the instance of English Statesmen. England under Glad- 
stone’s regime agreed to contribute £ 5,000,000 to the costs of this war (over £23,- 
000,000). This was hailed as a manifestation of the English Sense of Justice by a 
people accustomed to the imperialistic indifference of the first Afghan crime and 
the mutiny panic. 

The experience of the Afghan War led to the appointment of the Simla army 
Commission of 1879 under the Presidencj’’ of Sir Ashley Eden. That commission 
was divided as regards the polic}’^ to be pursued on the frontier, and unanimous 
on military reform proposals. They suggested (1) a reduction in the number of 
cavalry and infantry regiments so that the total strength of the Army (65,000 
British and 1,35,000 Indian) remained undisturbed ; (2) the amalgamation of the 
three Presidency Armies which was prepared for by the consolidation of the Mili- 
tary Accounts department under one Accountant General in ISfil and of the 
Remount Departments, and was finally accomplished in 1893. 


Between 1880 when Afghan territory was evacuated, and 1885 w'hen Penjdeh 
was occupied, the only military incidents of note were the Egj^pt campaign of 
1882 and Suakim Expedition of 1885’* * * § '. In the latter year, under the ' Diplomatic ’ 
Viceroy Lord Dufierin, Russophobia became extremely acute, A large army was 
mobilised but peace was preserved. It was fancied, however, that danger had hot 
finally disappeared ; and, therefore, a costly scheme of Special Defence Works on 
the frontier and in the various ports of British India was sanctioned^, and 10,600 
men were added to the Army, the British element being increased beyond the 
suggestions of the Simla Army Commission. The increase was calculated to 
cost two million sterling, and showed a strength, when completed, of 73,602 
British officers and men and 1,53,092 IndiansJ. The Imperial service troops also 
came into existence about the same time but the whole cost of this body was 
borne by the chiefs -who raised them, with the exception of the charges of 
Inspection, which fell on the Government of India. The Army Reserve, now 
numbering 50,000, and the Burma Military Police also date from the period. The 
Army thus increased was frequently lent to the British Government when not 
engaged in conquests for the Government of India§. 


* For a list of Indian Military Expeditions from 1859 to 1895 see Evidence Vol. IT. no i 

of tile Welby Commission. u e vu xi, pp. jou and 364 

t For expenditnro on Special Defence Works cp. Table of Military expenditure below 
t Lord Dulferin formulated in 1885 and Lord Kandolph Churchill accepted the Policy of Buffer 
for the Defence of Frontier and regulation of the Indian Military Expenditure. But it was broken the 
next year in connection with Burma, Which was too pulpy to serve as a good buffer. Spp T.villV t 
of the Marquis of Dulferin and A va. •' “ x^“e 

§ Between 1895 and 1920 there were the Saukim Expedition of 1896 India paying all tlip or/iinnr,- 
clmrges. Mombassa Expedition of the same year of which of the British Government bore all thp cniu- 
The Transvaal and Boer War loan of troops for which India bore the whole cost and the present Wnr in -n-hini! 

Charges, besides waking a gift of «100 njillion and adding to the' total norniai 
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In considering this table, the following reservations must be remembered :- 



THE DETAILS OF THE INDIAN AHLITARY EXPENDITURE. 

The Table noted in the margin shows the details of the Indian Military Expenditure 


INDIA. 


Eb. 

EFFECTIVE 



Administration 


57,48.817 

Mil. Acets. Heglmental Pay 

&c. 

. . 7.72,27,057 

Supply and 'iranspoi t 


.. 2,07,17,770 

A'etei inary 


.. 1,72,784 

Cldtliiiig 


. , 42,87.2;J9 

Hemuunts 


.. 44,02,400 

Medical .Stores 


30.12,527 

Medical Stores 


. . 0, 111,8:13 

Ordnance 


1,18.71.030 

Eccle.sl.istical 


3,90,759 

Education 


fi,0r,,931 

i'ood Compensation . . 


34,00,920 

Miscellaneous 


.. 11,31.78,410 

Indian Munitions 


.. 65,019 

Hutting 


2,60,912 

Conveyance (Road and Sea) 

0.60,231 

>, Hail 


.. 1,09,80,704 

Cantonments 


.. 17,37,017 

Unadjusted Expenses 

•• 

,. 1,76,481 

Total Rs. 


.. 27,04, .62,720 

Xon-offectlve 

• • 

. . 1,28,46,207 

Total £ 

.. 28,32,97.0.30 

Sterling equivalent . . 

•• 

£ 18,380.529 

ENGLAND. 


£ 

EfTecUve AA''ar Office dues 


930,700 

Purlougli Allowance 


.. 14,041 

„ Indian Service 


187,000 

Consolidated clotliliig 


1 

Indian Troops Service 


232,300 

Other Heads 


.. 31,077 

Clothing Stores 


103,039 

Ordnance stores 


1,152,872 

Modic.ll Stores 


182,705 

Hemouut Stores 

• « 

« • • • * • 

Supply Transport 

• * 

83,000 

Med. Transport 

• * 

106,430 

Mil. Parms 


« « 

Avi.ation Stores 


• • « « • • 

27. AV. Proutler 


. . 29,033 

Total 

£ . 

3,191,512 

NON-EFFECTIVE 


i 

War olfico dues for British forces 

. , 070,073 

Ind- Service Pensions 


1,230,154 

Other Heads . . 

•• 

„ 

Total England 

, , 

, . 5.373,474 


In this table showing the details of 
the Indian MiUtar}' Expenditure a few 
points need more than a passing refer- 
ence. There is a marked difference in 
two important items ; Regimental pay 
etc. and niiscollaueous services. The 
former in 1911-12 amounted to Rs. 12,- 
35,65,223 and the latter to Rs. 89,22,432. 
In the accounts of 1916-17 as shown in 
the margin the former amounted to 
Rs. 7,72,27,057, while the latter account- 
ed for the very small .sum of Rs. 
11,31,78,416. This large increase is due 
to the war and consists of unclassified or 
extraordinary items. It is a Avar charge 
which, it is to be hoped, Avill disappear 
now that the Avar is oAX-r. 

The pay of the ofiicer.s in the Indian 
Army consists of allowance of rank, arid, 
in addition, allowance of eacli appoint- 
ment. A Lieutenant gets Rs. 25 plus 
350 Avhicli Avill rise to the maximum of 
827 plus 700 in the cavalry, and Rs. 325 
to 1,427 in the Infantry. The staff pay 
in the noa-regimcntal Appointments 
rises to Rs. 1,000 monthly but the 


<cont4- irom previous page.) 

Kroin isjO-iii) to Vill-li, the Dgurcs are doubtful owing to the vagueness about tlie (a) Mlllf.'iry figures 
Under tne Home cliarges wiilcii may or may not have been Included in tlie total given above; (probably 
t.i,ey.ire); (b) i'ne Item .Stores is not dlstlngulslied between civil ami military stores, (c) Ho separate figures 
are ootainaDle for tliis peiiod .as regards iliiluiry works and it is not dear if tlie item described in tlie state- 
ments of tiiose years us Hxtraordinary public works iiidudc military works or not- If it is inclusive tlien 
tna total figures will also be Inclusive . It would seem from tlie separate statement of tliat item In the total 
espanditure tiui tiio Army figures do not iiidude tills e-xpendlture on lixtraordlnary I'ubllc Works. 

2. I'toin frf77'78 to 1884-85 and from lrfdf-s)2 to iU14-15 tlie figures bavo been complied from the vo- 
luinas of tfie I’inandiil Statements publislied every year. In tlie total wo Iiavo not included tlie items of 
Maiine cliarges (wliicli is a mi.xed Item) and of stores. Wc have tried to include tlie expenditure on Military 
or irruntijr itallways, taking for that item tlie cliarges not mentioned under tlie Kallwnye Account proper 
(>.tato or Guaranteed) or tlie Hallways constructed from the Ji'amlne Helief Grant. Tlie charges of special 
Defence Works have been included. . ■ ' . 

8. In these figures the loss under tlie item Exchange durlng the period that that item was Important 
has been excluded. It adds considerably to tne total of the Army Expenditure. 

‘1. Tna figures for interest on loans r.iissd for purely military purposes such as the Second Afghan War 
or the best Burmese War ougnt to have been included. But we cannot easily distinguish between tlie debt 
raised in the same years in wnich the wars were raged from tlie debt incurred in the same years for produc- 
tive purposes. Elsewnero in the chapter dealing with the Public debt of India some calcul.atlon la made la 
this account and an attempt is mtde to sliow the figures ns nearly as possible. 

5. Tne figures for the yoir 1875-70 have for tiio first time been stated in Hupocs. In the next few years 
they are agiia given in .T the conversion being at tlie old inaccurate thoi gli custoniarj’ r.ate of Ks. 10- 1£. Prom 
18S5-D0 t.ae figures are given in tens of rupees or HX wulcii wo luve cou verted into Hupeos and given fully. 
Between L873 and 1885 tfie figures statefi in sterling are misleading as tnoy do not represent so many pounds 
bat only rupees raulpiplied by ten. Prom 18DJ-I900 tao figures have once more been stated in sterling 
this time the conversion being mide at the new fixed official rate of Hs. Io=£ 1. 

S' Marine charges have been Included under bho first column. 

• 7. The Heoelpts of the Military Department are deducted irom the total. 




ENGLAND AND INDIA 

TOTAL EXP.- 24,260,003 

Army Receipts 1,115,518 


higher staff appointments carry consoli- 
dated salaries. Promotion is by time — 


TOTAL NET MIL. EXP. 


£ 23,144,485 


9 years as Lieutenant, 9 years as Captain, 
8 years as Major and thereafter Lieutenant-Colonel, subject in all cases to the 
successful passing of the required professional examinations. 


The pay of soldiers in the Indian Array is very meagre. From seven rupees 
at the time of the Mutiny it was raised in 1895 to Rs, 9 per month. An Indian 
gunner now gets Rs. 10 per month and a trooper of the non-silladar cavalry Rs. 11. 
From the 31 Rupees allowed to SiUadar trooper he must find maintenance for his 
horse, his transport and his equipment. The pay is supplemented by compensa- 
tion for dearness of promsions, granted when the principal articles of provisions 
ate calculated to cost more than Rs, 3-8-0 to a combatant and Rs. 2-8-0 to a 
non-combatant, the Government paying the excess. Extra pay is given to non- 
commissioned officers and men in recognition of their zeal, efficiency and good 
conduct. When marching or on field service Batta is allowed, and pen-sions of 
Rs. 4 a month can be earned after 21 years of service, the rate being increased 
if the service is of 32 years and meritorious. 


AUXILIARY FORCES. 

Besides the regular Army, there is a considerable force of Auxiliaries. The 
present volunteers, organised during the Mutiny, number 42,000 officers and men, 
and include foot and mounted Rifle Regiments, light horse and garrison artillery. 
They are generally entrusted with the defence of ports, railways, cantonments and 
civil stations. A -proposal to form a volunteer Reserve Force, made as early as 
1889, has not yet developed much. All volunteers are under the general officers 
in the districts in which they are located. 

The Imperial Service Troops originated in the period following the Russian 
scare of 1885. They are troops offered for Imperial service by the various Native 
Princes of India, and are recruited, armed, equipped and maintained by the res- 
pective States, under the general Supervision of the Government of India. They 
now exceed 22,000 in number and did conspicuous service during the Great War. 
An analogous body, more of ceremonial than of service utility, was created under 
the impulse of Lord Curzon and styled The Imperial Cade! Corps. 

THE ROYAL INDIAN MARINE. 

This is the only representative of a naval force at the disposal of the Govern 
ment of India. ^ The Bast India Company maintained a navy from their earliest 
period and specifically christened the force the Indian Navv in 1830. Abolished 
for reasons of economy and efficiency in 1861, it was resuscitlted under the present 
title in 1892. Its duties comprise the transport of troops and stores, the guarding 
of convict settlements,' the suppression of piracy, marine surveys and protection 
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of the Indian ports. It would be a misnomer to consider it in any sense^ a Naval 
Force. The Government of India have been paying since 1869 a contribution to 
the Imperial British Navy in consideration ’ of the benefit of that body received 
by India. Since 1896-97 the contribution has amounted to £100,000 in return for 
' which certain ships were placed under the orders of, or at least at the disposal of, 
the Government of India. 


XVII.— CRITICISM, PROSPECTS AND SUGGESTIONS. 

In ofiering criticism on the Indian Military Expenditure we must necessarily 
confine ourselves to political and financial principles. Such a course is likely to 
render much of our criticism nugatory to those who urge the plea of efficiency ; 
for we are unqualified to judge of technical questions of military organisation 
and efficiency. Our only defence against what might be alleged to be one-sided 
criticism is ; Military efficiency is a relative term which must be determined in 
the case of each country by a combined consideration of its needs of defence and 
the resources that it can fairly devote for the purpose. This has been admitted 
by the Anglo-Indians statesmen of the highest standing*. There is always a 
point beyond which considerations of mere military defence pass oiit of the state 
which has always been tacitly reserved for the professional soldier and his governing 
idea of fighting efficiency. The larger problems involving expenditure of large 
sums of money and the disposition of troops in relation to possible enemies must 
certainly not be decided on the fiat of military experts. For these matters afiect 
the State as a whole, and, as such, must be looked at from the civil or financial 
as well as military or efficiency standpoint. Again military efficiency — as all such 
ideas — is a frequently changing quantity of which we in India have had painful 
experience. What one commission of military experts lays down as the ideal 
to be striven for may be knocked on the head by another equally “ competent ” 
body of “ experts ” making an outside observer painfully aware of the popular 
story about liars, damned liars and experts. Finally, even if we consider the mili- 
tary history of India daring the last two generations from the narrowest concep- 
tion of efficiency, we can scarcely say that even from that stand-point the vast 
sums annually spent on the arm}’’ have been justified. After the Mutiny, there 
remained no first class rival army in India to challenge the military supremacy of 
the Indian Army. Bat in the one great war of the last 60 years — the Afghan War 
of 1878-80 — ^the result were far from establishing the unchallenged and imchalleng- 
able supremacy of the Indian Army. The whole story of the frontier warfare 
sho.vs the same net result. The experience of and " encomiums on the Indian 
troops in the Chinese, Egyptian and South African campaigns must not be taken at 

* Lord Mayo wrote ; — “ Though the financial necessities of the hour have brought' more prominently 
to your view the enormous cost of our array (IC. 3 crores), as compared with the available resources of the 
Cougtry I cmnot describe fiscal diiflculties as the mtiil reason for the course weTiave taken. I consider 
that if our condition in this respect was most prosperous. ,we should still not be Justified in spending one 
shilling more on our army tnan can be shown to be absolutely and imperatively necessary. There hie'coM- 
deratiojis of a far higher nature involved in this matter than the annual exigencies of finance-or the Ifiterests 
of those WhO are employed in the Military service of the Crown. Every Shilling that is' taken 'for tihn^es* 
sary military expenditure is so much withdrarvn from those vast sums which it is our duty to spend for the 
moral and meterial improvement of the people, ” Minute of 3rd October 1870. - • - 



more tlian tlieir face value, since in all these campaigns-r-asin the great W orld War ot 
1914-18 — ^the Indian troops formed one small contingent of the total army engaged. 

Excluding, therefore, considerations of military efficiency, our criticism will 
be centred on political and financial grounds. To facilitate clearness, we shall 
divide our criticisms into two main aspects, the one comprising general principles 
of Military policy, the other including details of Military organisation. 

As regards the general principles governing Military policy of the pre-Mutiny 
era the maintenance of a strong army was necessary for accomplishing the conquest 
and consolidation of the Indian Empire. After the Mutiny — all the internal enemi- 
es or possible rivals having been overcome, the task of the army was to defend the 
Empire against aggression from outside, and the maintenance of order within 
the Empire should it ever be disturbed by the ambition of a Native Power, or 
endangered by the disaffection of any section of the army itself or the people. 
This last, however, became of increasing insignificance as the sympathies of the 
educa-ted and propertied elements in the country became more and more centred 
on the maintenance of the British rule * and the single units of the army have begun 
to realise the futility of insurrection in face of the all absorbing importance of 
the most upto-date equipment for a successful rebellion. As regards thd" former 
point, for 20 years after the Mutiny the Government of India managed to pre- 
serve perfect neutrality in spite of the temptation to meddle in the Afghan affairs, 
in spite of the tirades of such leaders of the Forward school as Rawlinson and Frere, 
thanks chiefly to the e.xperience and fore-sight of men like Sir John Lawrence, 
Lord Mayo and Lord Northbrook. Even after that policy had been temporarily 
broken, by the unfortunate bhmder of the second Afghan war, the Simla Army 
Commission of 1879 — ^presided over by Sir A. Eden and assisted by the late Lord 
Roberts — ^laid down the principles governing the military strength of India subs- 
tantially on the same lines as those given above, f 

These objects were legitimate, though some of them were almost insignificant, 
and they were strictly adhered to during the Viceroyalty of Lord Ripon. In 1885, 
when Russia had occupied Penjdeh in the No-man’s land between the Afghan, 
and Russian Frontiers in Central Asia, this j)olicy of wise preparedness coupled 
with neutrality was abandoned in the heat of the War-fever. The additions to 
the strength, of the Army, the prosecution of unproductive frontier railways, the 
construction of special defence works — all ordered during the jingo-fever — ^were 
all continued even after the threatened war had been averted. The project for the 
conquest and annexation of 'Burma, which was next undertaken to provide occu- 
pation of the increased army, justified with painful promptitude the prophesy, 
/ 

. *<• I,ti8 a bitter irony of fate that It should nave been reserved ior an Indian member of ‘th'e 

Esher (Jommiitee to write a special minute breathing a note of distrust in every lino as far as ,the 
Indian people are concerned. We have not paid much attention to the recommendations of the 
Aimy in India Cominiitee, though they were publisned wh'ch these pages were going tlirougU 
the Press as there is every reas in to hone that they will not be suffered to materialise in all tlieir 
brizen effrontery. If they do tlie cost of the army will be 60 crores, the cost in 1920-21 being 
estinaated at 57 crores for a peace Army. , , , , , , 

V purposes for^yrhipb the.iimy pf India must ba/nalntainsd may bo stated to be (a) preventing „pf 
t^elJijQff‘attackS‘OC,thteatoncd agg^es^ion from foreign .enemies beyond aiir .border; ,(b) making successful 
armeddlfitilrbance or rebellion, whether In British India or Eevidaioty 'iJtdWs Im'josslblo. •Siihla irtny 
Commission. 




of the two members of the Viceregal Council— Sir Auckland Colvin and Sir Cour- 
tenay Ilberfc— who had energetically protested against such an increase.* - Though 
the Simla Army Commission had taken into consideration the possibility of a war 
with Russia allied with Afghanistan-and not, as was the case in 1885, Afghanis- 
tan alUed with India against Russia— in prescribing the strength of the Indian Army, 
the increase was made by the Viceroy who for the first time enunciated the poUcy 
of the Buffer State. The Burma campaign was only the forerunner of the Kash- 
inere imbroglio under Lord Landsdowne leading to the unprofitable occupation 
of Gilgit, Hunza and Nahyar. The Chitral expedition and the inglorious campaign 
of Tirah followed inevitably. And when Lord Cm'zon had apparently set at rest 
the perrennial frontier troubles by the annexation of the frontier territory , and 
the formation of the North-West Frontier Provinces in 1901, the rampant Im- 
perialism of the brilliant, hard-working but unsympathetic Viceroy found expres- 
sion in the so-called " peaceful ” mission to Tibet with ulterior designs on Yunan 
and a Cesarian promenade in the Persian Gulf. Of the recent expedition to Meso- 
potamia it is perhaps too early to say anything, though, if we are to judge from the 
past records, the annexation of Mesopotamia and the littoral of the Persian Gulf 
seems not inconceivable, the cost being charged, as usual, to India ' unless the 
new Indian Councils wake up in time to prevent it. 

The radical change in policy was at first cloaked under the pretence of Mili- 
tary defensive preparations. It was not, however, till nearly 20 years after the 
policy of Spread — Baglism was put into execution, that the responsible officers 
of the Government of India first openly admitted a change of the angle of vision.f 
In the financial discussion of the Budget of 1901-03 Sir E. Biles first admitted this 
fundamental change of policy in answer to the repeated and trenchant attacks of 
the late Mr. Gokhale on military finance. Lord Curzon defined his own attitude 
and that of his Government, on very nearly the same line, though of course, with 
greater wealth of words and brilliance of expression. % 

The last instance of the employment .of Indian troops outside the Frontiers 
of India can scarcely be regarded as an example of Indian Chauvinism; for the 
pc35cab war mast be admitted to have broken out owing to influences entirely 
beyond the manipulations of Simla or Gharies Street. The help India has rendered 


* “ There seems every reason to apprehend that the increase of our forces beyond the needs enumerated 
by tlie Army Uoimmssion may prove a ^veapon less of deience tnan of aggression. We are of opinion tuat no 
circumstances nave aJseu wnicn from a milicary point of view nave not already been foreseen and guarded 
against ; tue proposal to increase tue streugtn oi tne army by Zf.OUd men snould be negatived. We are f urtner 
of opinion tnatit may lead to tue advocacy and possioly to tne adoption of projects for tlie extensjon of our 

present frontier It lias already been pointed out tnat tne existence of sucn a force snould be no mean 

agent m oAdging about tne very risa tvmca it is moaut to ooviata- A standing army widen is larger tnan 
Is necessary for Uome reaulrements will be a temptation, an almost irresistible weapon of olfence beyond' the 
border.” iUiaute of dissent idtn August l8tJ5.” • jwuu no 

i.! content toidde ourselves beyond our mountain barriers under the foolish Impression 

that we should be safe, the absurptioa o£ Asiatic Bliagdoina is steadily ia progress. .... .It is 1 think 

undoubted that the Indian Army in the future must be a main factor in the maintenance' of the hafance of 
power In Asia ; it is impossible to regard it any longer as a local militia for purely local defence and mainten- 
ance of order ) (Budget Discussion 1904-03.) . . ■ ' ■ 

_ j ^ 111! hordsnip, ” is line a fortress with the vast moat of the sea on two of her faces 

and with mountains for her walls on the remainder. But beyond these walls, ■ wiiich are some times of by 
no means insuperable lielgnt and admit of being easily penetrated, extends a glacis of varying breadth and 
dimension. We do yot want to occupy it, but we also cannot alford to see it occupied by our foes.' Wb 
are quite content to lot it remain in the hands of our allies and friends, but if rival and unfriendly inliuences 
louii tUemselves right under our walls, we are compelled to intervene beca'use a danger 
would ttmreby grow up that nught one day menace our security. This is.the-sectet of-the whble-posltion-itf - 
Arabia, Persia, Afghanistan Tibet and.as,fat eastwards as'.Siam.:"- -(Budget. '<HsoviBsIon-16ii4'‘65).ti'.: ' 
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to England in this war must be a convincing, though costly, proof of India’s loyalty 
to the Empire. It would have been all the more graceful of the representatives 
of .the Indian people had in reality been free to vote such a handsome contribution 
of their own accord. * 


This brief historical review of the evolution of the Indian Military policy 
suggests obvious points of unanswerable, unfavourable criticism. It has in the 
first place been a most costly poh'cy, beyond the ability of the Indian people to 
bear.f It has absorbed a growing proportion of the Indian revenues, and exclud- 
ed from the sympathetic consideration of the Government all projects of internal 
improvement costing money. Finally, it has led India into expensive, unnecessary, 
imp'roductive annexations of territory justly exposing the Indian Government 
to the suspicious of our neighbours. Like Birrma, the administrative requirements 
of these pro\dnce3 have more than absorbed all their revenues. J 


The policy has, besides, become entirely unjustifiable on the very grounds 
on which in the past expenditure has been increased. .Amongst the causes 
most frequently urged for increased expenditure were those noted 

in the margin to which we may add, — 
though this last is nowhere officially accept- 
ed in so many words — the requirements 
of the maintenance of balance of power 
and the preservation of internal peace* 
If we keep to our legitimate, or even the 
enlarged frontier of 1901, and do not lose 
ourselves in the vain search after a 
“ scientific frontier,” it may well be said that all the necessary roads and railways 
“Ln the Frontier have been completed ; that no greater frontier expeditions beyond 
punitive measmes' are or will be necessary ; that the programme of Special Defence 
Works has been exhausted ; that the conditions of pay etc. are as liberal as can be 
desired. And as regards the maintenance of the Balance of Power in Asia the 
conclusion of Anglo-Russian agreement in 1908 in spite of Afghanistan, and of 


1 . 

2 

3 

4. 

fi. 

c. 

7. 

8 . 


Frontier e."cpeditIon8 
Increase of pay &c. 

Increase of Home Military charscs. 
Special Defence Works. 
Eeorganlsation &c. 

Military Hoads, buildings <fec. 
Mobilisation. 

Exchange while It lasted. 


* £100 million w-ere given ns India's War contribution on the motion of the Finance Minister In 1917. 
The non-oiUcial members ot the Viceregal Legislative Council imu no answer to tlie logic ot tnis “lait accompli*’ 
This was in Marcn 1917 ; In Septemoer 1918 anotner concnoutlon oi £4» million was sljuilaily voted, bnt mis 
time it was by a resolution in tlio Imperial Leglsluolve Council widen, In tne tnen sDate oi me aides, me uon- 
ollicial members dared not oppose. The war has Increased India's permanent military chaiges by aboutOO 
per cent over the Fre-War level to which the Lshor proposuls will add aaoth’r 607o if they are allowed to 
materialise in all respects. The Army peace time would then cost us over Its. 00 crores a year as 
against the 30 crorea of pre-war times, let alone all hope oi reduction of armaments. 

t In the evidence before the Welby Commission Mr. Gokhalo gave the following comparative statistics 
of the proportion of military expenditure to the total expenditure in the principal countries of the world. 
United Kingdom .. 10 per cent. 

Franco . . 19 „ 

Italy • « 13 „ 

Japan ..10 n 

Greece ..13 „ 

Biitish India ..35 „ 

British India omitting Exchange . . 30 „ 

Bussia » 

In the same statement he quotas Mr. Kellner’s estimate as authority for the statement that flnanciallj^ 
7 native soldiers are equal to 3 European soldiers. Jtecout disclosures put the ratio at 4 Indian aoldlers 
being equal to one Brftish Sojdier in cost. 

t Lunna, for a long time after Ita acquisition was a white elephant to the Government of India. . If 
«a the, result of this w'ar, Mesopotamia Is anne.ved to the British ludlan Empire the tale would be logically 
completed and brought up-to-date for its administrative charges are bound to absorb more than the possible 
revenues In o pKJvinoe tjo Wd newly Bett/fed* The Uellcib wllj ttien Ijavia bo bd bornd on the Jmperlul reveau^ 
ot India. 



Ahgloaapanese alUance-wHcli reveals a deep rooted distrust of the Indian people 
after sixty years of unbroken loyalty — makes further increase in the army expen- 
.diture absolutely unnecessary and its reduction innocuous. As regards the main- 
tenance of internal peace, the manifestation of anarchical tendencies in isolated 
instances by warm-blooded, well-meaning, but gravely disappointed youths did, 
indeed, supply a plausible, though grotesque pretext for the maintenance of 300,000 
men fully armed with the latest description of destructive weapons, to put down 
perhaps not more than 30 individuals of heated, youthful imagination playing at 
terrorism ivith picric acid. But even if that excuse was acceptable to the scared 
officials in the last decade, it may at least be conceded now, after ,the proofs 
given by India of her loyalty in the present war — that increased Military Expen- 
diture on that account is unnecessary. * 

The last and the most important criticism against this change in policy 
is that — even admitting its wisdom and necessity — it imposes imfair, dispropor- 
tionate burdens on India. If the annexation of the frontier territories be an ob- 
ject of the Indian Army ; if the maintenance of the balance of power in Asia is 
desirable — these are objects imposed upon us by Imperial considerations which 
are, to say the least, as beneficial to England as to India. Of the total military 
strength of the British Empire India has supplied the largest proportion and borne 
the largest share of such expenditure after England. The advantage of such armies 
is common to the Empire, though its greatest benefit is to England. Why then 
should England not bear a share of such increased expenditure on the army main- 
tained in Imperial interests ? Parliament has decreed by solemn sections of the 
various Government of India Acts that the revenues of India shall not be employed 
for militarj’- operations beyond the Frontiers of India without the consent of 
Parliament — ^the object being to keep in check the instinct and traditions of ag- 
grandisement of anil-responsible bureaucracy. Yet in every instance in which the 
troops of India have been employed outside India the sanction has been granted 
as a matter of course without a thought for the true interests of India. With 
one single exception of Gladstone’s contribution of £5 millions towards the cost of 
the Afghan War, Parliament has never protested against the chauvinism of the 
Indian Government. 


Coming next to the criticism of the Indian Mihtary Policy from the stand- 
point of details of expenditure the first point to be noticed is (1) the amalgama- 
tion of the European troops in India with the whole British Army. Elsewhere the 
point has been discussal and the benefits and demerits of a local European army 
have been examined. Here it is necessary only to add that thanks to this amal- 
gamation, the Government of India has had to pay more for its Eui’opean forces 
than if they had been recruited in the country itself. Every change in the Mili- 
tary Finance introduced in England, and saited to the riches and rivalries of Eng- 
^^landin Europe, has had to be introduced in this country. And in return for that 


Commlttaa disclosad whafc is soized upon bv- InfcGrpstfid mrftn. u 
conspLacy fco over throw British rule.,' It is to be hopad, howaVer, thit the 
'viU be dispensed with uader-tha appro-iching regime of self-government, thouffh^fiB 
j^lbl and the. Punjab in the spring of 1919 makes no very encouraging reading. ‘ ' ® story, bf 
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heavy expenditure India does'- not obtain the full benefit . of the experience of the 
British troops. From the stand-point of the people and the Government of India 
the scheme was found objectionable at its inception,’^' Besides, the general propor- 
tion prescribed by the Army Amalgamation commission req[uired one Emopean 
soldier to every 2 Indian soldiers in Bengal and to every three in Madras and Bom- 
bay. Such a proportiouj necessary to those who like Sir John Lawrence were 
convinced that the Mutiny had been the result of the disproportion between the 
Indian and the European troops on the eve of the Mutiny, does scant justice to the 
proved loyalty of the Indian troops for now more than two generations. The 
necessary margin of personal safety to the alien rulers of a large country like 
India, may demand the maintenance of a considerable proportion of the troops from 
their own race, even though at a very great cost ; but the' present preponderance 
in Artillery and the new modes of destruction in War-time, which are necessarily 
in the hands of the English soldiers in India, may be considered to give all the 
requisite margin of safety to a people who take their stand more on the justice and 
excellence in their administration than on their excellence in Military science or 
Military strength. 

This section of the Indian Army, consisting of the British Army serving for 
the time being in India, causes the gravest financial anxiety to the Government 
of India. The charges payable to the War office tmder this heading, as detailed 
and explained in a note elsewhere, are a most important factor in the uncer- 
tainties of the Indian Finance, a most grievous burden on the people of India, 
supportable, possibly, on dead actuarial rules, unsupportable on any other grounds. 
Under the variety of heads, Capitation charges, Depot and Transport charges, 
Stores, Regimental Pay and Pensions for Officers and Soldiers, Absentee and 
Furlough allowances, Field Arms Amm unition and Ordnance Charges, and other 
miscellaneous heads, the War office makes an annual drain of nearly ten crores 
of rupees. The Government of India have themselves protested again and again 
against this uncontrollable drain. But imsupported by the people of India in 
that contention, they have so far proved helpless before the war office statis- 
ticians and other experts.f Though the total number of British troops in India 
have been increased materially, the charges in respect of them have been very 
nearly doubled. % Unless this factor is removed or rigidly controlled _by the 
Government of India — an impossible condition from the nature of the case, 
— a radical reform in the military finance of India seems inconceivable. 


♦ • Soo the evidence of Sir George Balfour before the East India Einance Cominlttoei 1871-74. Also the 
opinion of Prof. Fawcett. 

t As regards the cost of a European soldier In relation to the similar cost of an Indian soldier, the 
following extract from a paper recently read before the Deccan Sabha by Sir 1). VVacha is Interesting. “ It 
appears from the finance and lleveuue accounts for 1900-10 that the total cost of the European Army consist- 
ing of 2469 officers and 72,799 Warrant officers and soldiersin all 73,208 is a sum of Kupecs 3.60 crores by way 
of regimental pay and allowances, provisions and the charges paid In England. The total cost of the Indian 
army consisting of 3,015 officers and 160,411 Warrant officers and men, in all 163,426 came to 6 40 crores 
for regimental pay, allowances and provisions. Thus each European costs 1,142 rupees aud each Indian 392 : 
in other words it costs three times more to maintain Europeann troops than Indian." At the present time 
the relative costliness of the European soldier is much greater, being Its,' 2, 110 per h'-ad of European 
Soldier and Us. 500 for an Indian Soldier. If the Esher suggestions materialise, would be still iuore heavy. 

t In their despatch dated 25th March 1890 the Government of .India wrote (Para 7) “The actual 
cost to tho BrItlsh Eichequer, if calculated by a purely arithmetical method. Is undoubtedly the cost of tho 

(contd. to nest page) , 
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As already observed, tbe benefit of tbe Britisb Army in India is by no means 
assured to India. In tbe event ' of an Indian necessity conflicting with the Im- 
perial demands, the Grovernment of India have themselves doubted whether they 
would be able to command the services of British troops in India, let alone the 
reserves for which India pays a proportionate pension charge. The regiments, 
batteries and drafts sent out to India are despatched during the whole of the 
trooping season to take the place of men returning home discharged, invalided 
or dead. The assumption of the War office that India would be able to command 
at least 11,500 men as her ‘ First Reserve ’ will hold good only in the event 
of a War breaking out at a particular moment when the trooping season 
is just about to commence. If war broke out after the troopihg season had 
closed those 11,500 could not be available as a “ First Reserve. ” Moreover, 
it is not quite beyond probability that the identical circumstances which 
demand mobilisation in ’India might also require instant mobilisation 
in England as well. The latter- country under those circumstances would 
not be able to part with the small number of regular troops maintained as 
Reserves. Finally, the Short Service System introducd in the English Army 
by Lord Cardwell, has turned out to be a heavy charge on India -without a 
corresponding benefit. The new industrialism of the Nineteenth Century had 
destroyed all taste for soldiering in the English mind, and consequently such 
a short service system was necessitated by the peculiar conditions of that country. 
But the same can hardly be said of India, of even the British section of the Army 
in India. Yet, the amalgamation of the armies made it inevitable for the country 
to adopt the scheme, however costly, unsuitable, or unnecessary it may have been 
under Indian conditions. The only net result as far as India was concerned in 
this change, was an increase of the annual Transport Charges of the British troops 
to and fro India. Perhaps even this defect might have been, to some ex<-ent, coun- 
ter balanced if we had an effective Reserve of the same kind in the country. But, 
as already remarked, though India pays her share of that Reserve, she cannot al- 
ways count on getting it in the moment of her gravest need. 


“But perhaps the greatest error of the Indian Military organisation combines finan‘ 
cial and military evils in an almost equal proportion. From the Company’s days 
of constant conquests, the Army in India has been organised on a war footing. There 
is no separate peace establishment, as distinguished from the War Establishment, 


(eontd.) 

force In the United Kingdom, which would not need to be kept up If the Empire of India did not exist, and 
no army bad to be maintained in India; hut It is nowhere provided that the charges raised on account of that 
lorco rM)resent the actual extra cost to the British Exchequer, while there are many other conditions which 
would nave to be considered before this method of calculating can be adopted and accepted. The difficulties 

British Army and the necessity for inducing men to join the Army cannot be 
admitted to arise from the presence of a portion of the Army in India- These difficulties, we apprehend, arise 
^ variety of causes which have no direct relation to India. ” Among other similar despatches of the 
Oroiemment of India the following may be specially mentioned:— 

Despatch dated 8th February 1878 
» „ 22nd May 1879 

. ft „ 21at November 1884 

u „ 25th March J890 . 

, , »» « 20th February 1805 

U of the Committee presided ovet by Lord Northbrook and appointed to ar- 

Government of India and the War Office, and reporting largely in favour of tlie Government 



so tliat military charges in India are in no way different in the war ^times 
or in peace times, except possibly in the necessarily greater extravagance and laxer 
control in War times. The total strength we can mobilise in the event of a war 
is about 250,000 men of all arms, in round figmes. ffor this in the last year before 
the Great war we spent nearly 30 crores of rupees. In European countries like 
France or Germany, before the present Democratic Republic was born, they have 
adopted the system of short service and Reserve which gives them a maximum 
of combatant strength at a minimum of cost. * 


India has, relatively speakiug, no Military Reserves. The Simla Army Com- 
mission did indeed propose the formation of a double Reserve out of the discharged 
.Native soldiers, in the hope that such reserves might enable the Government to 
reduce its nomral peace-time Military Budget mthout causing any Military or 
political danger. But the S 3 ’stem of territorial Reserves for India was vetoed 
by the Secretary of State for India. And though the Regimental Reserve formed 
in 1886 was a step in accordance with the best military opinion and policy, it still 
remains a very small fraction of our standing Army, utterly insufficient to reduce 
the Military Budget. Perhaps this absence of any considerable reserve is to be 
traced to the distrust of the Indian people which has, in spite of protestations to 
the contrary, throughout characterised the Military policy of the Government 
of India. To arm the people may assm’e a better defence of the country, but until 
an alien conqueror can be assured of his own complete -safety under a measure 
of national training for Defence, he would scarcely venture on such a step. And 
in the natm'e of the case sqch an assurance would be impossible to give, or inca- 
pable of belief if given. That since the last Mutiny there has not been a single 
attempt against the British Rule in India'; that in every crisis, such as there 
have been, the propertied and educated classes have steadily supported the only 
Government capable of maintaining the vested rights of Native Despots and 
higher castes, of Marwari-JMoney lenders and Bengal Land owners; that the 
progressive section of the Indian people have begun to perceive the wasteful 
character of an aggressive attitude in face of the world forces, and are also accept- 
ing the Western Maxims of Government as the only suitable axioms for a people 
intending to be progressive ; that in the last great struggle India has been able 
to do little, beyond placing her standing Army at the disposal of the Empire ; are 
all considerations insufficient to bring conviction to the minds of her rulers as to - 
the wisdom and expediency of organising the people of India for their National 
defence. The legend of the British holding of India for India’s own interests 


Country 

Army strength 
Active list. 

Beserves 

Military Ext. 
(Annual average)! 
£ 

TInite4 KlngilOill 
trance 

German Empire. . 
Japan 

India 

,, 129,400 

077,580 
610,000 
210,000 
156,600 

480,700 

2,952,780 

3,400,000 

830,000 

67,000 

28,000,000 

28,000,000 

38.000. 000 

11.000. 000 
20,000,000 


tor an effective Military strength of one third (approximately) of tnince or Germany, n-c spent id 
India 75 % of the trench military Budget and over 50 % of the German Military Budget. JS we include the 
Beserves ours would probably bo tho most costly Milifory Budget m the world m proportion to the force 
we maintain. 



. wHch many an honest'Englislimanperliaps lionestly believes in and which Anglo* 
Indian statesmen and bureaucrats have made themselves believe by constant 
repetition, finds some justification by such devices as the Arms Act and the utter 
, exclusion of Indiana from Military o£S.oes. It is possible now to bewail, with 
some show of truthfulness, and in a spirit of virtuous indignation, the utter ina- 
biliiy of the people of India to defend themselves against outside aggressors. Un- 
less the present Government of India takes heed and makes some fundamental 
reform, it would be very much mistaken if it should expect to be blessed by the 
succeeding generations in India. India, it may be said, would be unable to defend 
herself against civil strife or external aggression, in the event of the present Govern- 
ment being overthrown before the people are trained and able to undertake their 
national defence. * 

In a work of this kind we are not primarily concerned with questions of a 
Constitutional description regarding control of the Indian Army. The Govern- 
ment of India, being what it ,is, the concentration of Military matters in a single 
omnipotent Commander-in-chief does not make for military economy. It may 
even be diubted if it adds to the efficiency of the Commander-in-Chief, as a 
soldier. In the Supreme Council he is the expert — the only expert — j in all 
matters relating to the Army. Hence any check on his estimates is almost 
impossible by mere civilians holding their position in the Government in 
virtue of military domination. If a strong Viceroy should try his hand at 
economy, there is ever ready the bogey of frontier trouble f and internal 
unrest to frighten away the struggling spirit of civilian control or financial 


* The spirit of distrust is nowhere so dearly evidenced as in the system of officering the Indian Amy 
Under the Company’s rule in the Begular Itegiments, out ot a total 'nominal strength of British officers 
few remained with the llegiments, the rest being, employed in civil and other duties. In Irregular Itegiments 
there were only three British officers the rest being ali Indians: In the reconstructed Army alter the Mutiny 
the irregular system was adopted thi'oughout with this change that the number of British officers with the 
Indian regiments was increased from 3 to 7 in 1801. In 1871 tills number was further increased by the addi- 
tion of two probationers to each corps, increased still fmther in 1884-85. Before the Mutiny, Indian officers 
in Irregular llegiments rveie in command of troops aud Companies, but in the lie-constructed Amy imder the 
Crown, in spite of all the Proclamations and Acts of Parliament guaranteeing equality ot treatment, they have 
no such responsible duties. The British Agency substituted is at once more costly aud more clear proof of 
the distrust of the Indian people. (See Chesney’s Indian Polity" Ch. 16 Edn. 1894). The only possible 
excuse of this progressive discontinuance of the Indian officers from the Army is their alleged want oi the 
■requisite education and training. Besides the possibility of a suspicion as to whether the raw young Eng- 
lishman fresh from Sandhurst is better all round as an officer than the oldest Indian Veteran in the llegiment, 
one might ask whether suitable opportunities and encouragement lias been provided for Indians to actiuire 
the technical knowledge for army matters, and whether after such opportunities Indians have been foimd 
wanting. On the contrary, if we are to believe the current rumours, it seems those Indian chiefs who ven- 
tured to serve in person for the British Empire in the last Great War, were studiously kept from tlie real battle 
experience on one ground or another, and encouraged to belaud themselves ns heroes by virtue of the uniform 
they could sport in the Empire or the Alhambra. 

In his Budget speeches the late Mr. G. K. Gokhale again and again asked for an extension of Amy re- 
cruiting — if it was necessary — among the people of India with a view eventually to raise an army of Citizen- 
soldiers, in place of the foreign mercenaries. Convinced as he was that tlireo European soldiers were equal 
In cost to seven Indian soldiers, he could advocate tlie measure as mucli on national as on the narrower Unau- 
idal grounds. In the true spirit of moderation, he realised the difficulties of a foreign Government to carry 
out such a suggestion, and accordingly urged that the first step be taken by extending recruitment to selected 
■classes of well-known martial races ot India, gradually extending the duty to other provinces and races. The 
only answer to his suggestions was the Eitchner edict definitely closing the Madras Presidency as a military 
recruiting ground. 


foverament in the last war, and the loyalty of India to, the British Empire during 
the struggle, emboldened the Government to sanction the formation of a Bengali llegiment as also that ot 
the Indian Defence lorce. feinnlariy. Commissioned officers ranks in the Indian Army have been tlirown 
®^Psrtment Is yet too recent _ to allow us to say more than just welcome it as a step 

1 % SsLffi'i'rSS!: •« 

delegates at the last Peace Conference which put an end to the Third 
unf ®°'’°'^h'n6nt machinations as having been responsible for the outbreak 

eOT^^oF^^beliM*ia Indian enemy dodge to discredit our ggyernment unde- 
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economy. Before tlie Gurzon-Kitcliener controversy, wLich, by tbe by, bas 
ended in tbe Mesopotamia Commission Report and tbe sudden death of an ex- 
Indian Commander-in- chief, tbe Viceroy had tbe power to check tbe military 
estimates with tbe aid of tbe military member of tbe council. Of course if 
tbe Viceroy was weak or militant, or if bis Ifinance Member was indifierent, tbe 
military element in tbe supreme Government by tbe freemasonry of tbe es'prit 
de corps among tbe military representatives in tbe Council could always rely on 
having tbeir oAvn way. As a matter of fact tbe Army increase under Lord Dufie- 
rin was brought about in spite of tbe protests of tbe Finance Member. But nowa- 
days there is no possibility of even such a check. Tbe only way to remove tbe 
military incubus is to place military estimates under civiUan scrutiny and control, 
as in England, preferably tbe civilian controller of Military estimates to be an In- 
dian. Tbe Commander-in-Cbief should at tbe same time be relieved of bis ardu- 
ous duties in tbe Imperial Executive Council and be freed to devote himself entirely 
to bis profession. * 


, • The Nicholson commission on the reorganisation of the Indian Army reported in 1913-14. Bnt as 

the report was not unanimous the Government of India has thought fit to suppress it altogether. Quite 
recently another Indian Army Commission has been appointed to discuss questions relating to the organisa- 
tion of the Army in India._ It is to he hoped that though the composition of the commission may well raise 
some doubts, efficiency will be combined with cheapness in the recommendations they mahc. 

Since the above was written, the Eeport of the Basher Committee has been published, and the hope 
expressed above has been disappointed. Bor one who has not adopted the principle of Non-co-operation it is 
still open to hope that these recommendations will not materialise. 

One feature of the Indian Army already touched upon in passing and though no longer of any great 
financial importance may be mentioned here. In tlie past it has caused great waste. The history of the 
Indian staff Corps is given elsewhere. 

The suggestion for creating special new member of the Executive Council, made by the Esher 
Committee with reference to the supply and manufacture of munitions, must be rejected on grounds of 
economy if nothing else. The suggestion made in the test is, it will he noticed, radically different. 



CHAPTER IV. 

f— 

MAINTENANCE OF PEACE AND ORDER-DEPARTMENTAL EXPENDITURE. 


Our second group of public expenditure includes ; — 

(1) Expenditure on Courts of LaAr, Police and Jails; (2) General Admini- 
stration imder w^Hcli we may include Expenditure connected Avith tlie collection 
of Revenue ; Salaries and expenses of cml departments, and similar other expendi- 
ture ;* (3) Political expenditure, comprising expenses of legislative machinery, 
Central and local, representation of Government of India abroad by Political Rcsi- , 
dents. Consuls and Agents, and payments made under treaty obligations to Native 
States or Frontier Tribes, or the Subsidj" of the Amir of Afghamstan.f (4) Non- 
efiective charges, including Pensions, Avhether Territorial and Political Allo- 
wances, or superannuation alloAvances Avhich are called Pensions proper, Furlough 
and Absentee alloAvances J (5) Miscellaneous charges, including' Refunds and DraAV 
backs. Assignments and compensations, which are not really expenditure but ex- 
cess collection of revenues that have to be returned. 

FoUoAving oiu’ general treatment, avc shall discuss the first principles govern- 
ing this kind of expenditm’c, next give an historical outline of Indian public Expon- 
^ diture imder these items, Avith such reflections and suggestions as may appear 
necessary. 


XVIH.-EXPENDITURE ON JUSTICE, JAILS AND POLICE. 

Pubhc expenditure on the Administration of Justice fonns an integral part 
of public economy in all modem states. The maintenance of a judiciar}' is not 
merely a symbol of Sovereignty; it is indispensable under the existing social 
organisation. The progress of civilization has transferred the Administration 
of Justice in Aryan countries from the locally elected, and often unpaid, officers, 


• The heading Salaries and Expenses of Civil Departments in the Accounts of the Government of India 
includes most of the items classed above in suh-headliigs other than (2). AA^e have elsewhere given reasons 
to show Avhy that classification is not desirable. The scheme licrc adopted is also explained in principlo there- 

t Tlie Welby Commission Ileport, as already observed, included political Charges under the ge- 
neral heading of Defence- “ Political service represents the cost of the Foreign Office in India. The charges 
included in this chapter belong to foreign policy rather than to domestic administration ; Ave therefore class 
them under the head of Defence and Foreign Affairs. They comprise charges incurred on the North West 
Frontier, Frontier levies, political subsidies to tlie Ameer and others and special mission ” (para 220 Ma- 
jority Keport.) 

It will be noticed that the group Including political charges, ns given by us is much wider tlian the group 
conceived by the Welby Commission. Besides there Avould be some affinity between political and military expen-r 
diture if we could be assured tliat all expenditure on the Foreign office results in avoiding or accelerating 
Military charges. . As a rule, however, the ordinary expenditure on I’oreign relations is for tlio preservation 
of peaceful intercourse betiveen tlie Nations of the AVorld. Tlie inomeut that iiitcrcouree is stopped, tlie bulk 
of the Foreign charges come to an end. It Avonid be tlierefore better to class such expenditure along Avltli the 
Political Expenditure at home under classes of items indicated above- Besides In IndiA the greater portion 
of the political charges in comiectioii Avitli the Native States are really more like domestic administration 
charges than anything else- . ' ■ ' ■ 

% It Avould add A'ery much to the clearness of the discussion could aa’c but separate the Pensions charges 
of each department and consider them along Avitli the expenditure of that department. Bui it Avoiild be prac- 
tically hopeless to try and make such a distinction. 
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to tlie present day tiglily centralised, monopolised, overpaid system of judicial 
administration. The transition was' no doubt inevitable, and possibly beneficial. . 
The political re-grouping which substituted the highly complex modern Empire 
in place of the Self-Governing Village Community of the ancients could not be 
compatible with an administration of justice left to the local units guided by local 
customs. "With the change in the administration of justice came a change in the 
spirit of the laws. Instead of the independent, isolated customs of each self-con- 
tained community there grew up an elaborate, intricate system of codified laws 
administered of a necessity by highly trained legal artists. And these artists must . 
be paid, when appointed administrators of law, not in proportion to the service 
they render but in accordance mtli the emoluments they forego by giving up their 
private practice at the Bar. This is not so common in other Aryan countries as 
in England and countries adopting the English ideas of political civilization. In 
other countries the Advocate has not quite succeeded in effacing the .Jurist. But 
when the judges are made the interpreters as well as the guardians of the Cons- 
titution it follows that a certain amount of fearless independence must be postu- 
lated in the choice of the Judicial officers. Hence in these countries they have 
been obliged to adopt the double expedient of paying very high salaries to com- 
petent, independent men to become Judges, at the same time dissociating the 
Judiciary from the Executive authority of the State. High Judicial office thus 
comes to be reserved more as a prize for successful advocates when they retire 
from the active practice of law than as a matter of course for the ordinary 
hierarchy as provided in other administrative departments. * . 

With regard to the Public Expenditure on Police we have already observed- 
elsewhere why we cannot regard this expenditure as on a level with the Expendi- 
ture for National Defence. Police charges are in reality an appendage to the J udi- 
cial Expenditure. As the army is the ultimate appeal of the community vis-a-vis , 
other communities organised as States, the Police is the ultimate appeal of the 
community against each of its members, — ^the citizens. All the reasons which 
require the expenditme connected with National Defence to be met out of the , 
funds of the Central Government suggest that Police Charges be met out of Local 
Funds wherevfer such a distinction is possible. Police activity and utility is essen- 
tially local and must therefore be paid out of and controlled by the local authority. 

The theory of Prison Charges, — or punishments in general — acceptable to-day- 
demands that all prison organisation should be so framed as to wean the criminal 

' — 7 — — — 

* The distinction between the Jurist and the advocate, irrelevent otherwise, is useful in this connec- 
tion in so far as it draws attention to the Increase in cost of judicial administration entailed hy this system. 
The figures representing the cost of judiciary and Police services, as well as the punitive organisation of jails 
and reformatories, represent oniy a small fraction of the total cost to the community resulting from this sys- 
tem. The high fees paid to Counsel, though impossible to be estimated accurately from such meagre records 
• as the Income Tax Returns might fiunish, must bo regarded as a net tax on the community indlre'ctiy levied 
by the legal profession for its services, in no respect differing from the duties levied for purposes of protectin'^ 
the industries of a country on similar articles imported from abroad. ° , 

It may be added here that the High Court Judges — and a fortiori all lower judicial officers cannot 

quite claim the independence characteristic of the judiciary in England. The Judges are appointed in India 
during the pleasure of the crown and not during good behaviour as in England ; a good proportion of them 
consists of civilians who have been accustomed too long to- obey their superiors to become independent:— as 
judges should— all of a sudden ; and the chances of promotion to still more imposing executive offices expose 
them to just a suspicion tljat all judges cannot afford to be inconveniently independent. 
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from liis crimiDal tendencies and make of Mm a useful member of Society. Crime 
must be regarded as an indication of insanity not an occasion for organised 
j-evenge. Legal punisbment should not be the result of the social instinct for 
revenge but rather the offspring of pity for the erring members of society. In all 
countries claiming to be civilised Prison organisation, work and discipline should 
be so arranged, no matter what the cost, as to eradicate the criminal tendency. 

As regards the sources from which this branch of public expenditure ought 
to be defrayed, there seem to be three possible alternatives ; Judicial revenues 
in the shape of Court Fees and stamp duties on legal documents ; Fines and Penab 
ties imposed by the Civil as well as the Criminal Courts; general taxation of the 
community at large. No authority has explicitly declared that the administration 
of justice should be conducted on the commercial principle of making the depart- 
‘ment at least pay its own way from its revenues, if not to leave a surplus for the 
general benefit. Without accepting this commercial principle it may yet be 
admitted that the system of making litigants pay for their suits would tend to 
discourage unnecessary-litigation, — ^by no means an unkno^vn .or uncommon 
complaint in our highly civilised states founded on Commercial Morality. But 
it has the undeniable drawback of deterring parties from seeking their rights if 
the cost is too great or even important enough for them to think before institut- 
ing a suit. Besides, there would always be the possibility of malring a really ve- 
xatious litigant pay for the misuse of the common privileges of citizenship by 
extra taxation on too frequent a litigation without basis in fact or law.* If the 
expenses of the Judicial department are paid out of its own revenues the officers 
concerned would be exposed to the serious temptation of increasing thdr emolu- 
ments by showing a growing source of income from their department, not to 
mention the most serious disadvantages of the system' that a payment of Judi- 
cial officers by a percentage on receipts would afford an unfair advantage to the 
rich suitor as against the poor. We cannot look upon Judicial fees quite in the 
nature of penalties paid by the party' at fault, even supposing that were desirable. 
Gvil suits do not necessarily originate in. the dishonesty or culpable intentions 
’ of one of the litigants. Modern laws leave considerable room for a genuine dif- 
ference of opinion. Witness for example the frequent cases in wMch the decisions 
of the High Courts are reversed by the Appeal Courts. And in criminal justice 
the condition of paying fees before instituting prosecution would result in revers- 
ing our modern civilization and compel us all to be duellists by necessity. Fines 
and penalties in criminal cases may, indeed, be regarded as another aspect of fees, 
and a system of graduated money payments for different crimes may have its own 
recommendation to a reformer of modern criminal jurisprudence who would abo- 
lish all physical punishment, from flogging to beheading. But most of the cri- 
minals would be unable to bear tMs alternative ; and there are some crimes, like 

'The frequency of too many appeals, which is such a predominant characteristic of the Indian judicial 
system, might be taxed much more elfeotlvely and progressively if it can be proved to have ocoa- 
Eloned mlsme. 
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murder or rape which the social conscience would have to be educated much more 
before it would consent to accept pecuniar}^ compensation for what so far the 
majority has regarded as irreparable injuries. 

But because we cannot accept a system of fees, fines and penalties as the 
only source of Judicial expenditure, it does not follow that the Judicial fees should 
be utterly abolished. Under proper precautions they would be a salutary deter- 
rent to unnecessary litigation, at tlie saiue time acting as a harmless source of 
public revenues. When levied upon documents of a legal or commercial character, 
the stamp fees would in no way be burdensome. Apart, therefore,, from such 
service as the receipts of the Judicaial department in the shape of fees etc. may 
render, to the public Exchequer, the cost of this department must be borne by 
the public purse. And that cost is bound to grow as population and the complexity 
of social relations increase. Any section of that cost unexplained by these factors 
will have to be explained by the excessively high salaries paid to the Judicial Offi- 
cers in countries adopting the Anglo-Saxon principles of judicial administration. 
The only way to reduce the cost, when it becomes disproportionate to the service 
or benefit rendered, is to encourage arbitration, to organise a system of voluntary ^ 
justice by locally elected tribunes of the people, — ^by reverting in fact to the 
ancient principles of gratuitous judicial service, in so far as it would not be (incon- 
sistent with our modern civilisation. This expedient — so long a characteristic 
of the English Judicial system in the person of the Justices of the Peace, may 
reduce the cost to the State without being a real relief to the community, unless 
its concomitant counterpart — the Nationalization of the Legal Profession ^is con- 
currently accomplished. The indirect, but heavy, tax upon the community in 
the shape of paractitioners’ fees can only be remedied if the professional lawyer 
is made a public servant, guaranteed a living . wage, and without any temptation 
to distort the law or obfuscate the p ublic conscience. * 

The aimexed table shows the gro^vth of public expenditure in India on these 
three heads since the transfer of the Government of India to the Crown. 


♦ That the so-called Learned Professions of Law, Medicine and the Church are not necessarily capitalist 
in their essence, is evidenced by tlie existence of Established Churches in many European countries, and 
by the first rudimentary attempts contained in' the British National Insurance Act, as regards the “ Panel 
Doctor. ” ■ Law as a science will never be properly studied ; social psychology never dearly analysed, the 
scandals connected with the present iegal profession, which every lawyer knows, but must not mention as 
much owing to the mistaken nation of an “ esprit de corps" and the compulsion of his Trade Union, as owing 
to the inherent indolence or apathy towards social problems, which our commercial civilization inculcates,' 
will never be removed unless the present high wages of a few artisans of the legal craft ai;e abolished. By 
professional etiquette, the lau-yer ought to be an aid in elucidating and expediting justice ; by practical exi- 
gancies-h6 Iras come to be the greatest obstacle to the simpler, saner, cheaper and quicker administration of 
justice. ' The recent avork of Sidney and Beatrice Webb on “A constitution for the socialist common-wealth 
of Great Britain " has an interesting chapter on the reorganisation of the ocgtional world, 

12 



table showing 


GROWTH OF JUDICIAL, POLICE AND PRISONS 
EXPENDITURE IN INDIA. 


Expenditure on Courts of Law. Expenditure on Police. Expenditure on Prisons. 

Year. Gross Exp. 

Receipts. 

Gross Exp, 

Receipts. 

Gross Exp. 

Receipts. 

1858-59 Not available . . 


4 4 


• • 

1859-60 



• « 


' • 

1860-61 £ 2,033,865 


-£ 2,219,230 

• • 



1861-62 1,951,217 

£511,513 

2,163,163 

* • 



1862-63 2,074,146 

474,842 

2,141,269 

• • 



1863-64 2,120,636 

631,798 

2,300,482 

• * 



1864-65 2,243,065 

527,830 

2,361,011 

£ 148,166 



1865-66 2,423,206 

653,628 

2,384,313 

146,901 



1866-67 2,397,788 

627,050 

2,262,921 

188,169 



1867-68 2,544,349 

719,342 

2,434,125 

231,972 



1868-69 2,845,447 

889,856 

2,476,580 

277,239 



1869-70 2,902,926 

828,515 

2,435,131 

287,459 



1870-71 2,996,190 

746,898 

2,275,335 

270,971 



1871-72 2,273,813 

373,160" 





1872-73 2,222,175 

392,686 




' 

1873-74 2,266,179 

359,146 

Included under Prov. charges. 


1874-76. 2,298,180 

321,798 





1875-76 Rs. 3,21,24,471 79,64,600 

2,13,00,488 

8,41,600 



1876-77 £ 3,276,821 

789,828 

2,158,032 

64,279 



1877-78 3,208,638 

618,388 

2,487,615 

255,254 



1878-79 3,336,310 

647,131 

2,423,627 

211,108 



1879-80 3,320,677 

658,902 

2,497.755 

227,657 



1880-81 3,249,799 

687,764 

2,526,663 

242,769 



1881-82 3,232,788 

677,454 

2,653,861 

248,005 



1883-84 3,238,896 

573,859 

2,761,054 

311,874 



1884-85 3,305,978 

546,059 

2,832,725 

319,400 



1885-86 3,352,284 

577,709 

2,852,724 

321,011 



Rs. 

Rs. 

Rs. 

Rs. 



1886-87 

58,71,960 

3,28,50,970 

31,58,630 

• t 


1887-88 

57,18,500 

3,69,36,210 

35,02,930 

• • 


1888-89 

59,66,110 

3,75,42,940 

35,29,970 

• • 


1889-90 

4 4 

• • 

• • 

• • 


1890-91 

4 « 

• 4 

• • 



1891-92 2,84,00,070 

37,58,430 

3,86,86,100 

38,16,400 

89,97,320 

31,12,970 

1892-93 2,87.71,120 

37,74.440 

3,87,36,450 

39,59,670 

91,80,600 

30,91,970 

1893-94 2,99,64,600 

37,24,050 

3,91,97,850 

41,75,310 

92,40,530 

30,61.910 

1894-96 3,07,05,750 

37,04,820 

3,98,90,030 

40,62,220 

90,61,400 

30,88,780 

1895-96 3,09,08,700 

37,78,740 

4,04,08,170 

41,78,200 

95,67,620 

31.22,980 

1896-97 3,09,68,930 

35,61,840 

4,15,65,600 

43,69,160 

108,22,460 

30,87,303 

1897-98 3,13,71,910 

35,69,130 

4,23,39,230 

44,83,300 111,87,030 

30,62,800 

1898-99 3,07,41,260 

36,88,630 

4,18,07,170 

43,62,040 102,88,210 

30,85,530 

£ 

£ 

£ 

£ 

£ 

£ 

1899-1900 2,081.449 

236,017 

2.851,296 

284,190 

684,235 

226,905 

-1900-01 2,124,314 

228631 

2,917,986 

298,895 

797,059 

245,121 

1901-02 2,157,742 

232,211 

2,957,066 

293,576 

771,666 

250,622 

1902-03 2,215,304 

243,369 

• 3,019,744 

307,514 

725,505 

236,302 

1903-04 2,276,666 

258,166 

3,087,309 

323,060 

713,113 

240,612 



1904 - 05 

1905- 06 ■ 

1906- 07 

1907- 08 

1908- 09 
1909,-10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 16 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20K.: 

1920- 21B.: 


2,238,250 

2,409,754 

2,540,828 

2,592,452 

2,753,587 

2,756,749 

2,867,030 

2,981,996 

2,990,302 

3,088,160 

*3,292,254 

3,353,938 

3,307,026 

3,320,782 

3,449,464 

I. 3,712,300 

i. 3,834,400 


254,292 

277,747 

273,595 

264,087 

280,117 

293,339 

330,663 

323,660 

352,051 

373,791 

404,568' 

413,545 

414,799 

435,150 

420,943 

486,600 

464,700 


3,158,815 

3,363,586 

3,692,348 

3,813,354 

4,196,222 

4,222,306 

4,351,612 

4,602.977 

4,658,000 

4,864,990 

5,237,008 

6,353,615 

5,424,190 

5,617,087 

6,109,726 

6,000,000 

6,952,700 


328,393 
324,690 
314,292 
153,651 
158,123 
148,950 
155,373 
122,738 
135,553 
130,339 
141,281 
143,199 
155,038 
. 133,246 
185,837 
170,600 
140,000 


706,549 ' 
793,399 
843,104 
856,766 
932,996 
853,084 
851,217 . 
842,732 
873,668 
982,903 
1,018,543 
1,042,520 
1,086,422 
1,149,321 
1,409,471 
1.563,200 
1,457,100 


245,405 

253,230 ' 

251,719 

254,403 

246,234 

230,155 

237,791 

253,354 

270,062 

280,448 

296,534 

299,225 

345,725- 

379,683 

5H;728 

413,600 

417,300 


The figures given are compiled from the Financial statements and the Finance 
and Eevenue accounts of the Government of India. It will be noticed that the 
figures are not uniform. The separation in the three branches was not recognised 
in the earlier years, and consequently we have not been able to give the figures 
of ■' Jails ’ Expenditure in the early years separately. In the first year for which 
the figures have been given no distinction has apparently been made between 
gross expenditure and net, the figures of departmental receipts being omitted. 
Finally, in comparing it must be remembered that the figures in sterling 
for earlier years represent a conversion of rupee figures at the conventional rate 

In connection v/ith the Indian Expen- 
diture on Justice, Police and Jails it may 
be observed that the table in the margin, 
in spite of its many defects shows an 
increase of expenditure opt of propor- 
tion to the increase in population. The 
following table deduced from the other 
table shows a decennial increase in percentage of population and of expenditure 
under these heads. 


01 iSrS. 


Year. 


Population of 
British Indio, 


Judicial &c. 
Expenditure, 


1870-71 185,163,435 42,53,656 

1880-81 198,882,817 48,46,929 

1891-92 221,240,836 Rs. 65,39,669 
1901-02 231,605,940 £ 51,10,065 
1811 12 244,267,542 76,27,953 


Between 1871 & 1881 Population increased 7 per cent>. & Expenditure 14 % 


a 

1881 & 1891 

3> 

3} 

11 3, 

33 

33% 


1891 & 1901 

ii 


5 3, 

33 

16 % 

jj 

1901 & 1911 

ii 

3 

5.5 

33 

25% 


This continual tale of growing expenditure was accounted for by several 
causes such as the increase in the pay of the subordinate Judicial staff &Ck 
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ttefy ;6f ■Police Receipts 
and charges. 

1911-12 

1912-13 

1913-14; 

1914-15 . 


; .Receipts. 

Rs. 

Rs. 

Rs. 

Rs. 

1." 

'Municipal Cantonment 
' .and Town funds 

54,634 

‘ 40,995 

40,325 

29,239 

2.- 

Public dept, private 
' Companies & persons. 

3,89,859 

6,67,610 

6,32,866 

7,86,760 

3. 

Presidency Police 

3,70,760 

2,36,929 

2,62,918 

2,50,690 

4. 

Fees, fines etc . . 

7,44,048 

8,03,449 

8,11,531 

7,32,898 

6. 

: l\Iiscellaneous . . ... 

2,81,764 

2,84,609 

3,07,425 

3,19,631 


Total Receipts 

18,41,065 

20,33,292 

19,55,085 

21,19,215 

1. 

Police charges. 
Presidency Police 

32,72,349 

31,52,481 

33,23,215 

. 34,68,067 

2. 

Superintendence 

17,60,656 

16,75,146 

18,24,658 

18,04,875 

3. 

District Force . . 

4,80,25,570 

4,91,55,704 

5,15,83,956 

5,39,15,479 

4. 

Govt. Ry. Police 

17,66,637 

17,38,277 

15,87,293 

19,44,646 

5,. 

Criminal Investigation 
Dept. .. . .. 

18,56,407 

17,94,234 

21,16,907 

. 24,71,350 

6. 

Village police . , 

34,40,671 

33,81,891 

32,99,471 

56,85,800 

7. 

Special 

85,41,931 

85,97,989 

83,89,786 

86,98,648 

8. 

Cattle Pounds . , 

3,08,969 

3,13,173 

3,06,426 

3,08,898 

9. 

Miscellaneous . , 

34^497 

40,762 

i 

2,18,694 

2,39,281 


Total India ... 

6,90,99,687 

'6,98,49,656 

7,29,50,405 

7,85,37,049 


Total Gross Police Exp endi- 

diture (India & England) £4,602,977 £4,668,000 £4,864,990 £6,237,008 

The present organisation of the Police in India dates irom 1861, when a whole- 
sale reform was effected in the organisation’*' of the whole force. The Commission 
of 1860, appointed to investigate the subject of Police organisation recommended 
the etablishment of a purely civil force, entrusted with all the civil duties of Police, 
as understood in England after the Police Reform of.Sir R. Peel, including duties 
of Treasury Guards and Escorts. On the general lines indicated by the Police 
.^ct of the Government of India, 1861, the various Provincial Governments enacted 
their own, local police laws, which combined to effect considerable saving, in the 
Indian Army Expenditure and whidh were substantially left untouched till the 

■ JoUce. 'E^orm was first undertaken in India by-Sir ;Ch. -Napier while administering Sind, • and-was 
modelled: o^n-the plan of the Irish constabulary. For the organisation of the FoUce between ’ ISfil-lOCl see the 
Imperial Gazetteer Vol. IV. pp. .385^396. . ^ 
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Police Reform under Lord Curzon. The Report of the Police Commission appmnt- 
ed in 1902, was submitted in 1903.* The Government of India defined their policy, . 
in a Resolution-Wsued in 1905. For the higher grades the commission recommended j 
direct appointment, in preference to the prevailing custom of promotion from the - 
lower ranks, to obtain better qualified officers above Head Constables. The entire 
force was to be grouped under three divisions, the first consisting of European 
officers- recruited exclusively in England ; the second consisting of a provincial 
service recruited from among the natives and residents of India ; and the last the. 
subordinate service totally recruited in India. The recommendations for appoint- 
ments, gi'ades, and. discipline were all accepted in principle. In addition to the 
ordinary police, the commission advocated the institution of a special Criminal; 
Investigation Department to take the place of the antiquated Thagi and DacoityDe-; 
partment. It was meant to investigate crime and detect criminals. It has earned, 
in the course of its brief existence, the unenviable reputation for efiiciency, purchased, 
at the cost of endless worry to inofiensive individuals suspected of political opinion 
unacceptable in high quarters. By its methods, no less than by its achievements, 
it challenges comparison wth the secret service of the Romanofis ; and the people 
in India would probably be not much grieved if it meets with a similar fate.f For 
the better training of Police officers, special schools were to be instituted in each 
province. The pay of all ranks was at the same time to be increased — a minimum 
wage of Rs. 8 to be secured to the lowest constable with increments noted below. ' 
The recommendations of the commission, though mostly concerned with the Cen- 
tral force, embraced nevertheless the village Police agencies, which were to be, 
improved. Reforms were also suggested in procedure such as the investigation, 
of evidence on the spot, discontinuance of detention without arrest, discouragement- 
of obtaining concessions. 

The Royal Commission on the Public Services in India reporting in 1916 
made some recommendations of a minor character affecting the pay, pensions, 
and status of police ofl3.cers in India. We shall discuss in the next section the 
most widely contested question of the number of Indians' occupying the superior 
posts in this as in the other departments. We may here only observe that out 
of a total number of 1358 posts carrying a salary of Rs. 200 per mensem or more 
in 1913 only 450 or less than one third were held by Indians ; and the proportion 
rapidly diminished as the salary was increased, being 5 per cent in posts carrying 
Rs. 500 a month or more and about 1 per cent in posts carrying Rs. 1,000 or more. 

• The recommendations of the Commission were made under 127 heads which are summarised above 
with the utmost brevity. 

t See the Budget speech of the late Mr. G. K. Qokhale 1905. In 1912 (27th February) moving a Eeso- 
lution In the Imperial Council for the appointment of a mixed Commission of Inquiry into the operations 
of tlie Criminal Investigation Department, the same moderate statesman mentioned instances of two notable 
Indians by no means of advanced political views receiving unwelcome attentions from the Criminal Investi- 
gation Department. “ There can be no doubt that the Police force, throughout the country is in a most un- 
satisfactory condition, that abuses are cpmmon everywhere, that this involves great injury to the people 
and discredit to the Government, ” wote the Fraser Commission ; and judging from the latest aqd most 
imimpeachable testimony there is little reason to believe that from the Indian standpoint the police organ- 
is^tlon .15 in any ^ajr bettor in 1920, except of course that the total expenditure has meanwhile nearly 
opubjftd. ' ' 


\ 
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The pay of the .ranks can scarcely be described, .under the present conditions of 
famine prices, as a living wage.* And it.may be doubted if even in 1905 when the, 
changes were made the increase could have been said to provide a decent standard 
of living. The low pay of the police has been repeatedly alleged to be a reason of 
inefficiency, of venality of the Indian Police ; but every increase that has been 
sanctioned has been swallowed to a large extent by the superior European or 
Anglo-Indian establi.shment. The Commission of 1916, though urged to recommend 
a further increased all round, did not, however, feel justified in accepting the 
proposal. 

The police force as a whole, in spite of repeated attempts at improvements, 
is not yet above suspicion both as regards the honesty of its dealings and the 
efficiency of its service.' The people do not look upon the Police as their natiu?al 
protectors, and they cannot do so as long as the police permit or countenance,' 
even if they themselves do not originate and manufacture, the fabrication of 
evidence on a scale exposed by the political trials before Sir Lawrence Jenkins 
in Bengal. 

“ The taiat of its earliest antecedents” — wrate the Government of India “still affects the 
morals of the lower ranks; the constable has inherited the reputation if not the methods 

of the Barkandaz The reconstruction of the Police is, indeed, merely a step, 

towards the improvement of the administration of criminal justice in India. Success in 
that higher aim will depend not only on the qualifications and training of the force but 
even more on the honest co-operation of the people themselves in the work of reform; on 
the adoption of higher ethical standards, on the diffusion of general education, and espe- 
cially in its primary branches; on the growth of a genuine public spirit and a sense of com- 
mon good, and most of all perhaps on the adoption of action in the discouragement by a 
more healthy and courageous public opinion, of the vicious practice of resorting to the 
machinery of criminal courts in order to gratify personal animosity.*’ t 

The whole of this condemnation and aspiration may be adopted if it were ap- 
plied to the entire Police force, high or low. The unfortunate consciousness, grow- 
ing rapidly, of the Police force as a bulwark of the alien bimeaucracy, tends to 
vuden the gulf between the rulers and the ruled, and render impossible the indis- 
pensable co-operation. The only way to cure this radical evil is to resuscitate and 
utilise on a much larger scale the local police agency. Police expenditure, along 
with police organisation and control, ought to be transferred entirely to local self- 
governing bodies. The Government of India would considerably relieve their 
Exchequer by this means without impairing the efficiency of the force, especially 
if they retain the right of supervision and offer the temptation of a substantial 
subsidy to be distributed according to efficiency. J 


The Scale of pay in the Police Department is : 


Constable .. ..Rs. 10 to 12p.ra. Asstt. Supdt. Es. 300 to 500 n m ’ 

Head Constable 16 to 20 „ Diet. Supk „ 700 to 1.200^: ' 

Sub-Inspector. fOtolOO,, Dy. Inspector General 1,500 to 1,800 

■ S;tS°”updi.- V.',', Sofefoo” • .. ,.2.000 to 3,000 „ 

t Deceimial statement of Moral and Material progress. Quotation from Government Resolution. 

± Under the Ref orin Scheme since come into operation the recommendation to transfer the entire Police' 
Department to the Local Gqveniments is given effect to. But in view of the new financial arrangements the' 
prospects of the (^vernment pf India being able to offer substantial* InduCem'feilts to provincial gulhbrl®' 

to improve their Police oi^anisatlon seem, to say the least, gloomy in the extreme, auwiui , 


Asstt. Supdt. .Rs. 300 to 500 p.m. 

Dist. Supdt 700 to 1,200 „ 

py. Inspector General . . „ 1,500 to 1,800 „ 
Inspector General . . „ 2,000 to 3,000 „ 
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In addition to the ordinary police, a force of nearly 20,000 military police ih 
maintained even now, which can be placed at the disposal oi the Central 
and Provincial Govermnents in case of need to oSer immediate protection to the 
Executive. It is to-day employed chiefly in the yet unsettled districts of Burma, 
Assam and the North-West Frontier Province. Organised on a military basis, 
it can guarantee all the protection that can be demanded. Besides in the last 
resort, the Government can always rely on the Army to maintain internal order, 
to prevent rebellion, to ward off invasion. „ 

Jail Administration in India was governed by recommendations made by the 
Jail Commission of 1889, but the subject is once more under investigation by a com- 
mission so that remarks on that head would be out of place. The sources of jail 
receipts and Expenditure are detailed in the subjoined table. 


JAIL RECEIPTS AND CHARGES. 


Receipts. 

Sale proceeds of Jail manufactures 
Convict Receipts 
Miscellaneous 

Total Rs 

Charge 

Jail Manufactures 
Other Charges 
Convict „ 

Miscellaneous 

Total Rs. ^ . 

Ifet Exp. on Jails. 


1909-10 1910-11 1911-12 

29 , 77,749 30 , 51,676 32 , 69,018 
2 , 63,217 3 , 11,920 3 , 33,955 

2 , 11,858 2 , 03,262 1 , 07,342 

34 , 52,324 35 , 66,807 38 , 00,315 


20 , 96,464 21 , 31,550 23 , 37,825 
90 , 73,435 89 , 55,738 86 , 94,240 
16 , 234,87 16 , 78,524 16 , 01,477 
2,876 2,444 7,444 

1 , 27 , 96,262 1 , 27 , 68,256 1 , 24 , 40 , 980 .; 
93 , 83.938 02 , 01,389 88 , 40,671 


1912-13 1913-14 . 1914-15 

34 , 83,340 37 , 36,505 38 , 64,410 
3 , 40,938 3 , 89,235 3 , 55,807 

2 , 26,659 2 , 00,896 2 , 27,788 

40 , 50,937 43 , 26,726 44 , 48,005 


22 , 38,875 37 , 52,684 27 , 74,038 
92 , 58,206 1 , 03 , 73,791 10 , 780,151 
15 , 89,958 16 , 12,205 17 , 14,226 
6,288 2,512 2,970 

, 30 , 93,327 1 , 47 , 41,192 552 , 91.385 
90 , 42,390 1 , 04 , 14,466 1 , 08 , 23,385 


If we consider the Jail department independently by itself, it would appear 
that the e.xjienditm'e is greater than the receipts of the department. Convicts 
are employed within the walls of the jails, but sometimes outside work is allowed, 
as for example when large gangs of convicts were employed in digging the Jhelum 
canal in the Punjab. Jail products are manufactured in the workshops attached 
to the Jails. The principle governing the employment of prisoners and convicts 
requires the task to be penal and industrious, though often jail products are excel- 
lent specimens of Indian Ai’t. Though jail industries are conducted on as large 
a scale as the circumstances woilld admit, care is taken to see that Jail products 
do not interfere or compete with the independent work of local traders. To secure 
this. Jail products are largely utilised by the consuming departments of the Go- 
vernmentr,' such as printing,' tent-making, or manufacture of clothing. 

The report of the recent Jail commi.ssion will necessarily pronounce on ques- 
tions of Jail organisation, discipline, industry &c. and public policy may quite 
conceivably alter accordingly, 

13 
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XIX.-GENERAL ADMINISTRATIVE CHARGES 


Oiir second head comprises expenditure on General' Administration. The 
remarks made in a previous section with public expenditure. in general apply- with 
special significance here. The tendency to increase noticeable in connection with 
Public Expenditure generally occurs here also, and is ex])lainecbon the 'ground of 
an increase in population, and a change in tlie conception of the function.^ of the 
State* We are discussing separately in tlie next chapter public expenditure for 
purposes of Moral and Material Development ; we .slial) therefore postpone dis- 
cussion of the latter factor. And as regards the first mentioned .ground, increase 
in population by itself would, at most, justify only a proportionate increase'in 
Expenditure, even if we make no allowance for the ])Os.siblc economies due to large 
scale operations. Besides, leaving out of account for the moment tho'consideration 
of a change in the duties of the State, the test of regulating tlic e.\pcnditure 
b}'' the available income must be applied liore, if anywhere, in Public 
Einance.''^ 

Under ibis heading of Expenditure on General Admini.stialion we include also 
the cost of collecting Eovenues and the cost of Civil Administration. 

As regards the cost of collection the fact must be l)orne in mind that several 
important .items of Public Ilovenues — e.g. the receipts from all the Public Services 
and Monopolies ought to be excluded before Ave can jnake any valid. comparison.f 
And a proper' appreciation of the proportion that the ro^t of collection ought to 


* The above grouping i.s not quite in accoKianCc wltli the dapsillcation atiopleii in tlie .Vccount'' of Itc- 
venue and r'inance of tlie Oovcrnnicnt of India, ■vvlilcb contains one genend Jiead railed “ Civil sainrie.s and. 
Expenses "lumping together a number oi incoiigrous Ifeiiis. We liave given reasons elsuuliere exjilalning 
why we cannot adopt tliis classillcation. Under Civil Exjicnditure ” tlie Welliy Uommlvslon Jias in- 
cluded : — 

1. - Interest charges on debt. AVe cannot adopt tills cla'^slllcntion as liie group is too lictero- 

2. Collection of Jtevenuc. genous and the vaiioiis items are really governed liy dflferenf. 

3. Cost of Civil Administration. ottcu radically different, iirincliiles of piiullc imliey. AVe eon- 

4. Civil Euildlngs and Koads. sider flic whole of the debt charges in a .separate eliaptcr (o give 

5. IMisccllancous Civil Expenditure. tlie fuller treatment wlilrli tlie various kinds of tlic Public Eobt 

of India demand. Coiiiinerelal .services Including Post Oflicc, 
Telegraphs, Eailways, and Irrigation arc mucli better discussed in tlie'clmptcr dealing, wltli. Eoveloiunental 
Expenditure, ns .also Civil Buildings and Hoads, Education. Eeclcslnstlcal. Medical and scientific cliarges 
included in' the above group. Mint, Printing and 'stationery, too, fall, under our arrangement, under (3) De- 
velopmental Expenditure. Tlie otlicr cliarges under group (b) are dlscus-scd in tids cliapter but under dilfe)'- 
piit sub-sections. 


t The AA'elby, Commi.ssion (Majority iteport) Jins npjiarently considered tvitliout discrimination the 
charges for collection along witli other cliargcs-for General Uivil Adininistratlon'. On. tills the Mijiority Koport 
pertinently obscives: “Tlie use of tlie term ” Xct Jtevemie “ to mean revenue less cost of coHeetron, as 
is done in our CoHeagues’ Iteport. i.s open to serious objection. JNct .revenue properly means all money taken 
froin the Taxpayer and acquired l)y tlie Government in, coinmercial undertakings or received in the way 
of interest on investments, alter. deducting tlie amount aetnally returned to the tax payers c-g. draw- 
backs or refunds tlie working expenses and interest on capitn.1 involved in tlie coinuiercla! entcrpiises of 
the Government, and certain cognate sets-off under the head of-intercst on money temporarily borrowed. 
The cost of collecting tlie revenue includes a large pint of tiic salaries of Goveniiiient oirieers.and suoh c-x-- 

penditure should not lie withdrami trom a general puivie'v of an Increase in expenditure 

Obviously sucli additional cost ot collection if tieated as a'set olf to ruvemio ‘raDed conceals tlio-triieiUife- of 

increase in tlio revenue and would bring about an actual understatement of the increase in the revenue 

during a given period; , • ■ , 


There are other serious objections to deducting tlic so-called cost of collecting the rovemie.in order to 
ascertain tlie so-called net revenue. (1) Tlie allocation of cliarges between the cost of collecting tlie revenue 
and Civil Administration lias varied from time to fime- (2) The amounts charged to collection of Ilevemte 
are not regarded as correct by some autliorities (3) Tliese charges do not include tlie furloiigli aml.the non- 
effective cliarges of tlie revenue service. Tliey .arc therefore im-onijilote in themselves and do not represent 
accur.ately what they profess to be ’’ (para 42). 

Tliey also pqint out tlie error underlying the Majority remarks tliat .Opium Keveiiue is ordinary- revenue 
whereas in fact it is a monopoly profit. ' ■ 

The late Mr. Gokliale insisted again and again on a reform of tlie account, system wliich-woiild sliow tlie 
net revenue of commercial undertakings of tlie Government of Indifi, wliicli' n-onld' exclude the •accounts of 
local funds and similar other changes Some cliangcs were made in tlie accounts in accordance with Ids sug- 
gestions. See his Speech on the Budget in tlie Imperial Council and the Flnaifcldl'stntemcnt of .’isofl* 191)7- 
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b^ear to the total revenues coul'd be obtained -only 'if we make a due allowance for 
the various kinds of taxes and the different principles on wbicb eacli is based. 
It would perhaps be better if we postpone this discussion to the chapter relating 
to the 'Tax Eevenues. Here we must call attention to the following facts; — 

(a) The table. appended herewith shows the growth in the cost of collection 
of .Ke venues and .its percentage, to the .total to revenues. 


Year. Cost of Total Tax P. C. 

Collection » Revenue. 

£ £ 

1860-61 3,235,714 31,770,769 10.4 o/ 

1870-71 3,659,800 36,296,698 10 

1880-81 3,990,005 ' 41,568,041 9.5 

Rs. ’ Rs. 

1890-91 4,82,53,500 '48,80;26,290 10. 

£ .£ 

1900-91 3,804,547 39,319,167 9 

19U-12 6,383,531 45,696,778 14 

1916-17 5,435,454 54,864.241 10 


This table shows the cost of collec- 
tion to be averaging 10 % of the total 
tax revenues. In the figures selected 
we have included the land revenue, 
but excluded Opium and Forests Re- 
venue, as these can scarcely be called 
tax revenues proper. From the cost 
of collection we have also omitted the 
Refunds and Drawbacks, which are 
described in the Government of India 
Accounts as “Direct Demands on Re- 


venues.” If these were included the proportion would be very considerably increased. 
They amount to a million and a half sterling and would raise the proportion to 
about 15%. As against this the proportion of the Cost of collection of Customs and' 

Excise and Income Tax and other 


UNITED KINGDOM. 


Year. ' 

Total Tax 

Cost of 
Customs & 

Percent 
ago of 


Revenues. 

Inland Reve- 

2 to 3 

1890-91 

73,577,000 

nue. 

2,643 447 


1900-01 

109,562,000 

2.834,000 

2.6 

1911-12 

174,642,000 

3,919,000 

2.2,, 

1913-14 

146,700,000 

4,200,000 

2.9 „ 


direct taxes in the United Kingdom 
is relatively insignificant, being less 
than 3 % on an average. This 
relatively high cost of collection has 
been explained on the ground-parti v, 
of the larsje dze of the country over 
which the revenue has to be collected. 


Beside-', the items like the land 


revenue* are collected in small amounts from a very large number of tax-payers, 
which ; makes, -the cost of collection relatively high. But even after making all 
due allowances the fact remains .that the tax collecting machinery of the 
Government of India is relatively much more costly than in England. 


We have pointed out already in a previous foot-note the difference of opinipn 
arising in the Welby Commission on this question of grouping the figiu'es represent- 
ing the actual cost of collection. Leaving aside the question of Opium Revenue, 
which has now become of second” rate importance, we may notice here that the 
majority of the Welby Commission would exclude — as we have done — the Revenue 
and expenditure in connection with the Forests Department. Registration fees 
, and the cost of collecting them have been included by us, while Tributes from 
Native States which cost very little to collect have been excluded. The greatest 
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difficulty, however, in this connection is the impossibility of ascertaining the total 
charges in each case so long as the Pensions and other Non- effective charges of 
each Department are separately paid. There is, thus, room even now for a dif- 
ference of opinion almost on the same lines that divided the Welby Commiasion. 
It would add to the clearness of financial exposition if the total charges in connec- 
tion with each revenue collecting Department were placed under that department. 


The following table shows 

the various items of the cost of collection under each 

revenue head for 1914-15. 





Land Revenue Expen- 


Es. 

Salt Expenditure. 

Es. 

diture. 


Crores. 


Crores. 

District Adm. charges 

, , 

2.64 

Establishment 

, .37 ■ 

Survey & settlement 

. . 

.79 

IManufacture and 


Directorate 

• « 

.06 

Excavation 

.05 

District charges 

. . 

1.42 

Purchase & Freight. , 

, .10 

Govt. Estates 

. . 

.11 



Collection Commission 

• « 

.24 

Total . . 

■ .53 

District and Village 

officei’s 




allowances 

, , 

.59 



Other charges 


^0019 



Total 

5.87 

• 



Excise, Provincial Eates, Customs and Assessed Taxes • charges consist of a 
single item, charges for collection. A good portion of the charges under the Land 
Eevenue is really of a judicial character. 


As regards Expenditure on Gejieral Administration the item so described im 
the Accounts of the Government of India includes : 


1914-16 


1. Salaries of Viceroys, Governors 

Lieut. Governors, Chief Comniis- Ss. 
sioners. 13,26,498 

2. Their staff and household charges. 20,38,814 

3i Durbar Fund ( abolished as a — 

separate item since 1912). 

4 , Executive Councils 14,09,732 

6. Legislative „ 4,10,005 

0. Millitary Secretariat ( Govt, of 

India.) 4,01,682 

7, Civil and Public works Secre- 

tariat. * 79,86,892 


It vnW be . observed from the table 
given in tlie Margin tliat the “ General 
Administration ” account contains 
a number of items which under' 
our clasification ought to have been 
grouped separately. We may regard 


Details. 

Legislative Dept. 
Finance Dept. 
Ell Finance. 
Home Dept. 
Education Dept. 
Foreign & Pol. 
Jlcv. A: Agric. 
Com. Indus. 
Translator 
P. W. U. 
llcconl- 



£ 

246,558 

416,842 

161,157 

353,342 

277,201 

7.56.680 

240,306 

409,051 

7,407 

370,133 

(i7,3DS 
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the General administration charges 
as synonymous -with the total civil 
salaries and expenses in order to make 
our discussion more intelligible. Un- 
der that interpretation this account 
shows an inevitable tendency to con- 
stant growth, due chiefly to (1) the 
accession of territory (2) the increase of Population and (3) the multiplication of 
Departments. Among the cliief territorial additions to the Indian Empire may be 
mentioned Burma in 1886-7 and the N. W. Frontier Province in 1900-01. f The 


data with regard 

to the population before the- 

jMutinity are very imperfect 

but the following 

table gives a vieu' 

of Civil Expenditure and population from 

1871. t 




Year. 

Population : Br. 

Civil Adm. 

While pojmlatioii increases. 


India. 

Expenditure 

between. 


£ 

£ 


1871 

. . 185,163,435 

14,318,943 

1871-881 by 7% 

1881 

. . 198,882,817 

15,083,036 

1881-1891 „ 11% • 

1891 

. . 221,240,836 

18,900,464 

1891-1900 „ 5 7o 

1901 

. . 231,605,940 

13,814,848 


1911 

2-14.605,940 

21,384,989 

1901-1911.,, 5.5 7o 

1917 


24,495,502 


1916 





• Details. , £ 

Secretarj" of State , . , . 148,090 


'8. 

Tour charges. 

7,21,098 

9. 

Revenue Bd. and Financial 



Commissioners. 

. 12,74,670 

10. 

Commissioners. 

29,09,654 

11 . 

Inspectors-General. 

1,26,126 

12. 

Land Records Director, 

49,579 

13-. 

Civil Accountant office. 

46,41,372 

14, 

Paper Currency office. 

8.19,959 

15 

Presidency Bank Allowance. 

3,82,870 

16. 

Local Fund office. 

71,492 

17. 

Reserve Treasuries, 

33,279 

18 

Administration charges in 



England • £ 

4,07,990 


Total £ 20,48,238 

3,07,23,570 


Under Secretary 

Council &c. 

Home Establlsliments 

Salaries <S:c- . . . . . . 59,452 

Allowance to Bant of England , . 00,944 


’ Chaige.s on Industrial Account . . 6,412 

, Stores 133,092 

t - Indian Public Opinion is apprehenoivo of-a possible decision to add Mesopotamia to the Indian Empire 
s. Apart from its Political injustice, the annexation, if decreed, srill prove financially a white elephant fo ]at 
least a decade. Burma and the Xorth Western Frontier Province- — 2 considerable additions of recent years 
proved financially a loss to the Indian Exchequer as shown by the following figures for a considerable period. 


Total Ret Cost of Upper Burma. 

Rorth-West Frontier Province- 


Year. 

Rs. 

Year. 

Revenue. 

Expenditure. 

Deficit. 

1885-6 

03,10,000 

1901-02 

1,829,647 

3,162,022 


1880-7 

2,06,87,000 

1902-03 

4,159,357 

7 620,026 


1887-8 

2,61,83,000 

1903-04 

4,235,806 f 

8,170,664 


. 1888-0 

1,68,28,000 . 

1904-05 

4,273,816 

8,421,059 


1880-0 

1.33,10,000 

1005-06 

4,243,607 

8,958,028 


1890-1 

1,08,53,000 

1906-07 

4,613,110 

8,187,412 


1891-2 

1,36,11,000 

1907-08 

4,664 988 

8,326,610 


1892-3 

1,17,61,000 

1903-09 

4,626,673 

9,475,476 


1893-4 

1,08,28,460 

1909-10 

4 792,763 

043,613 


1804-5 

75,98,750 

1910-11 

4,657,428 

10,213,529 


18D5-6 

78,25,000 

1911-12 

4,614,420 

10.386,177 




1912-13 

5,116,183 

11,803,876 


in all years of which Rs- 8,65,56,500 

1913-14 

5.089.797 

12,577,296 


were due to Military Expenditure in 

1914-15 . . 

5,154,012 

12,696,201 


theisew province » 








Total . . 

62,072,415 

129,442,289 

534,3 



or a total 

loss in 15 years of Rs. 5.34 

crorcE. 


Recent disclosiu-es in the Press seem to point to Mesopotamia as a much worse example of extravagance 
and was^ tliau Burma ever u’as. 

f Kgures for Hvpenditure upto 1891 arc in sterling equivalent to tens of rupees and for purposes of 
camparlson ere haye taken the llgurc.s for 1901 at the new rate of £1-Rs. 15. In 1871 the heads included are 
sonmwhnt misleading as the classification at that date does not permit a more precise of grouping. The 
cost of collecting revenue is omitted ; as also all interest charges from this view of Civil Expenditure 
though In a proper view tlic whole of the former and a good proportion of tiie latter ought to be included 
Jt may also be observed that while, the expenses included in above table are mostly departmental salaries and 
cxiienscs the corresponding groupiri the English Budget intiuQb a nUmbort)! iWms of national Devolopmcnh. 



■The Civil Expenditure increase between 

1871-8-1 by 5 % 

1881-91 „ 26 % 

1891-1901 ,, 11 % 

1901-11 „ 60 % ; 

1911-16 15 % 

Under this heading of General Administration may also be included, charges 
of the Indian office. On the analogy of the charges of the Colonial Office,. as well 
as on grounds of political justice, Indian Public opinion has consistently objected 
to those charges being included in the Iiffiian Budget. In themselves the total 
charges of the India office are insignificant ; but we may hear point out an objection 
based on principles of public finance. Such charges, being out.sidc the jurisdic- 
tion of the Government of the country on whose account they are incurred, are 
incapable of being controlled by that Government. And when, as happens in this 
case, the distant spending body is constitutionally a superior authority to the 
supreme governing authority within the country, the possibility of control becomes 
still more remote. Even if the entire expcnclitm'e of India were theoretically 
placed under the control of the representatives of the Indian people, this item of 
India office charges would frustrate the efforts of the Indian representatives to 
control them. The only effective as well as logical solution is to place the India 
office expenditure on the British estimates and the suggestion has in principle 
been adopted by the Montague-Chelmsford proposals for constitutional reforms 
in India. t 

As under this general heading we propose to review Civil Aebninistrative Ex- 
penditure in general, it would not be out of place tb say a few words as regards-the". 
Civil Service of India. It would be impossible to give a historical sketch, however 
brief, of the evolution of the system of public service in India under the British' 
Rule. Suffice it here to say .that it is the direct descendant of the Covenanted 
Service organised by Lord Cornwallis for the East Lidia Company in 1793 and sys- 
tematised by the -Indian Civil Service Act of 1861.. Appointments in this service, 
enjojdng a practical, if not a legally secured, monopoly of all the superior- adminis- 
trative, executives and judicial posts, ivere originally .made by selection ■ or pat- 
ronage of the Directors of the East India Company. But since 1854 the com- 
petitive principle has been accepted for making first appointments, and- at .the pro-, 
sent time by far- the largest-proportion of We service is tlius'fecriiite'dLon.the teat 

♦During the War and .after departnients and posts iKive been multiplied with almost criminal reckless- 
ness .and indifference. On the financial side, therefore, the Eef onus will prove- a curse to India if the-ropresen- 
tatiyes of the people relax one jot of their vigilance or abate one iota of their criticism. lt ‘would bo Ueplor- 
able'if the.new Indian ministers prove too ignorant or incompetent to check and control their highly paid Eu- 
rdpoan subordinates- The latter have sow so iscesUveto eoonomy, or even to carefulness, asnot even their 
esprit dc corps js to be affected. - . • . . . . • .. .• 

t -See para 294 of the Eeport on IncUan .Constitutional ' llefonns (191S). .But .India has to bear the 
costof-.the newly created High Comm wioncr, the .IVade ■Cpmmissioner,. aud such of the older items as 
are.nobijicluded'in tlie BritSgli JBijdgfct. 
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of a competitive public examination of a prescribed standard.* -Tlie principle of 
selection by examination once accepted in the premier service, was soon extended 
to other departments which require specialised training, and which are outside the 
purvievf- of -the-Indian-Givil -Service,- and -they- are now mannedr-hy-officers-'the 
superior ranks of whom are composed of men selected after a public competi- 
tive test.f Since the Report of the Public Service Commissioner of 1887 
presided- over-by -Sir Gin Aitchison, the Public Service of Indiadn almost -every 
Department has been organised into 3 Divisions : (1) the Imperial branch 
consisting of men holding all the highest posts and recruited after a competi- 
tive examination commonly held in England; (2) the Provincial branch consisting 
of men holding appointments specially reserved for that purpose under the 
authority of the Act 1870, and appointed by Local Governments under rules 
made for the purpose and (3) the Subordinate branch consisting of low paid 
appointments chiefly of clerical or lower ministerial grades. 


The one most commonly heard complaint against this system of public 
service is that in the superior branches of the service Indians find a very small 
share. The following figures show the proportion of Indians (including Statu- 
tory Native of India) to Europeans and Anglo-Indians in the Public Service on 
April 1913 J 


Total number of posts nJth Es. 200 p. in. or over 11,004 


- Of tirese English and Anglo-Indians heid. 0,491 or 52 % 

,, Indians and .Anglo-Indians held ' 4,573 or 48 % 


Of posts carrying 

lls. 200-300 

English. 

12% 

Indians 

04 % 

A. I. 

24 % 


ft 

300-400 

St 

19 % 

»» 

02% 


19 % 

}) 

it 

400-500 

St 

30% 

)> 

49 % 


15 % 

$1 

Si 

500-000 

St 

58%. 

>>• 

31 % 

is 

11 % 

tt 

St 

000-700 

St 

54% 

Si 

30 % 

>s 

10 % 

J7 

31 

700-800 

Si 

78% 

ti 

14 % 

Si 

Q O' 

O /o 

tf 

11 

800-900 

it 

73 % 

Si 

21 % 

ti 

6 ro 

it 


900-1000 

ti 

92% 

a 

4 % 


4% 


• The organisation of the Indian Civil Service is governed by the Act of 1861 and 1870, and the orders 
of the Government of India passed on tlie recommendations of the Aitchison Commission. The wliole subject 
was again reviewed by a Iloyal Comniibsion which reported in 1010, but in ail departments orders on which 
have not yet been pas.'^cd final. The net of 1915 may also be mentioned, as it gave powers to the 
Secretary of State to dispense w ith tlie Examination test m certain specified circumstances. 

The C. S. 11. dellne, among other tilings, the conditions of pay allowances, leave, pensions <fce. of the 
])ubUe Servants: 

t The specific competitive public c.vaniination is observed, or dispensed with in the following depart- 
ments. 

Departments witli an Examination. Deji.irtments witliout an 


1. I' inance 

2. Eorest Department 

3. Indian Civil Ser\'ice 

4. Indian Sledfcal Service 

5. ToHce 


1 . 

2 . 

3. 

■ 4. 


0 . 

7, 

8 . 
10 .. 


Agriculture. 

Civil Vet. 

Customs Dept. 

Education 

Factory and Boiler Inspec- 
tion Dept. 

Jlilitary Finance Dept. 
6eologic.ll 43urvey Dept. 
Laud Jlecords Dept. 

Jllnes Dept. 


Examination Test. 

11. Mint & Assay Dept. 

12. Bengal Pilot Service. 

13. • Post Office. 

14. F. W. D 

15. Hallway Dept. 

IG. ilegistration Dept. 

17. Northern Indian Salt Dept. 

18. Salt & Excise Dept. 

19. Survey of India Dept. 

20- ^Madras Survey Dept. 


^Apparently tliere arc only 5 Departments with a specific examination test for recruitment of the staffs. 
They are, Jiowever, the most important accounting collectively for the largest number of superior posts ( 79 ) 
per cent of tlie total. Besides, in other depts. like agricultural, or Civil Vet. Dept, or P. W. D. when a spe- 
cifl6 test of public examination as a condition precedent to appointment is not insisted on, educational qua- 
lifications, are nevertheless prescribed and required before appointments can be made. In a few Depart- 
ments, the nattire of the service renders an examination test impracticable. 

t The terms. Imperial, Provincial and Subordinate, have no reference to administrative position . 
but only to differences In ranks and emoluments. 



Posts on and under 1,000 Europeans and Anglo-Indians lield 52 

Posts on and under 1,000 Indians and Anglo-Indians held -IS % 

Posts on and 1,000 or over]lEuropean8 and Anglo-Indians 02 % 

Posts on and 1,000 or over Indians and Anglo-Indians held 8 Vo 


The total pay of posts lieid by EuropeanH . . 

. .Es. 

45,68,085 

„ „ ,, Anglo-Indtans 

• » ♦» 

6,20,501 

„ ,, „ Indians 

• • 

10,93,730 

The average pay of posts held by Europeans 


0.33 

,, ,, „ .Vnglo-Indlnns .. 

• • »> 

300 

,, ,, ,, Indians .. 

» * >1 

371 


of 

414 posts of 

Rb. 

1,000-1,200 

English held 

339 Ang. r. 

24 Indians 

51 


204 

y> 


1,200-1,400 

tt 

295 

tt 

28 

ft 

41 

>> 

111 

It 


1,000-1,800 

tl 

97 

It 

4 

tt 

10 

9f 

183 

tt 

It 

1,800-2,000 

tt 

173 

tt 

1 

tt 

00 

tt 

230 

It 

It 

2,000-2,500 

It 

219 

t> 

4 


77 

tt 

13 

It 

tl 

2,500-3,000 

1* 

131 

t> 


J > 

OS 

it 

33 

>1 

It 

3,000-3,500 

ft 

32 

tt 


»> 

. • 

tt 

25 

It 

It 

3,500-4.000 

It 

25 

tt 

.. 

ft 


tt 

39 

It 

It 

4,000 & more 

It 

30 

t 


tt 

. . 


In 1887 Posts on less tlnin 1,000 p. m- 

Englkli & Anglo Imllnns liad 02 

% 


In 1887 Posts on more than 1,000 p. m. BnglUh and Anglo-Indians had 

08% 

."t Of 
- *0 

In'1897 Posts on under 

It 

tt t* 

It 

.58 % 

41 : % 

In 1897 Posts on over 

»t 

tt It 

t f 

05 % 


In 1913 Posts on under 

tt 

ft tt 

tt 

57 % 

43 % 

In 1913 Posts on over 

tt 

tt t» 

»t 

03 % 

7% 


This inordinatelj large proportion of an alien element in the Public Service 
of the Country naturally calls for criticism. It may have had in the past a his- 
torical explanation. But to-day it can claim neither political nor economic justi- 
fication. When the East India Company was struggling for existence or build- 
ing up its empire one can understand the necessity of employing men of ita own 
race in all responsible or important posts. But under the Government of the Bri- 
tish Crown the exclusion of Indians from the Public vScrvice indicatc.s a distru.st 
of the Indian people^ ivhich is unwarranted by the professions of belief in Indian 
loyalty by the highest British statesmen, unjustified by the record of Indians in 
the last two generations. In the day.s of the East India Company, and perhaps 
in the earlier 3'^ears of direct administration, the relatively backward state 
of Indians in education, and their want of familiarity with Europeans methods 
of administration, offered some excuse for their exclusion from superior adminis- 
trative employment. But this admission does not imply that Indians were lack- 
ing in .statesmenship, or even administrative talent. Their record in that respect 
in the Pre British era, and even under the British regime, wlienevcr they had scope 
and opportunities, is too clear to permit of such an insinuation. With the 
progress of education, with the growing assimilation of European political 
philosophy, and with the increasing familiarity witli the Englisli administrative 
system the old explanation for exclusion loses such slight justification as it ever 
had. 
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At tlie present time tlie case for the greater employment of Indians in the 
Indian Public Service is not only supported by political expediency, but by econo* 
mic necessity as well.* 

Wienever a European takes the place of an Indian in the Public Service 
without the clearest necessity being proved, he does not merely displace an Indian 
he causes an economic loss to the country. The European would require a propor- 
tionately higher salary than an Indian, and all the possible saving from that high 
salary will be taken away from the country when the European retires to his own 
country. This deprives the Indian Industries to that extent of the necessary capi- 
tal. All the amounts paid to a European Public Servant of India by way of Pen- 
sion after his retirement, are also, a dead loss to the country. As was repeatedly 
urged by the spokesmen of the Indian public opinion before the Welby Commis- 
sion, the significance of the loss to India is not to be measured merely by the amount 
actuall}'' paid in Pensions or Salaries, but by the disadvantage caused to Indian 
industrial prosperity for want of such surplus capital. Small in itself, the amount 
of remittances by active public servants, and of pensions to the retired ones, going 
to England adds to the wealth of that country at the expense of this ; and permits 
that surplus English wealth to return for re-investment in India, thereby perpetuat- 
ing the economic slavery of India. It is a common misapprehension in the minds 
of the Anglo-Indian critics of Indian public opinion to interpret the above senti- 
ment as being hostile to the investment of foreign capital in India. Such invest- 
ments are unavoidable, and must, in fact, be attracted so long as the undeveloped 
Indian industries need them. What the Indian public opinion objects to is not the 
investment of Foreign capital as such ;nor even so much to the tribute levied by the 
capitalist, though that is of a sufi3.ciently crushing character to call forth protest. 
The objection is directed really towards the exclusion of Indians from posts of 
directors and managers in industries financed by foreign capital. Under the 
present arrangements, moreover, such industries are by no means certain of being 
operated in the national Indian interest. And above all, the treatment of labour 
engaged in such industries, as shown by more than one historic dispute between 
the Tea-planters and their coolies in Assam, is a disgrace to any civilised country. 
We suffered silently or ineffectually because the governing class had the mystic 
sympathy of the race with the planters, and no such sympathy with their labourers. 
The parallel of Japan and the U. S. A., borrowing foreign capital to develope 
local industries, does not hold ; for while in Japan and in America the capitalist 
cannot expect anything beyond the legitimate economic return to capital, which 
must be employed under the control of the State by the citizens of that State in the 
National interest, in India the foreign capitalist, investing in India, is considered 

* .The, point of view.” says Mr. Justice Abdur Baliiin in his dissenting minute to the Report of the 
Tubiic Services Commission, “ from which tlie majority of the Commissioners and myself have approached 
the question of employment of Indians are sunstantially different. The question they have asked themselves 
IS what are the means for extending the employment of Indians. ” (See paragraphs 35, 36).” But the proper 
stand-point, which alone in my opmiou furnishes a satisfactory basis to work upon, is that the importation 
of oincialfffrom Europe should be limited to cases of. clear necessity and the quesbon therefore, to be asked 
is in winch services and to what extent should appointments be made from England-*” 

14 
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in the light of a philanthrophist whom it would not do to displease, on whom, 
therefore, the State control is shadowy, and to whom is left unquestioned the 
supreme control and management of the industries. * 

While the old causes which necessiatated the employment of Europeans have 
weakened or disappeared, new forces have developed making it eminent injudi- 
cious to employ Europeans. They have no knowledge of the habits and .sentiments, 
of the language and literature, of tlie religion and philosophy of the people they are 
set to govern in India while an Indian — ^particularly an educated Indian has an 
instinctive superiority over a European in all these respects. Tlie want of sym- 
pathy in Indian Administration, noticed and complained of by even the King- 
Emperor himself, is all the more accentuated by the growth in recent years of a keen 
sentiment of Indian Nationalism. At one time the European Official was expected 
— ^not without reason to be an impartial judge between the conflicting claims of 
Hindus and Moslems. But the new nationalism has weakened the old racial animo- 
sity in India. The perception of a common political servitude has reconciled the 
Hindu to the hloslem and their co-operation and miitual sympath}' assured by 
this greatest of all bonds. The English oflicial has lost iiis old claim to impartia- 
lity, if he really ever had an)^ He is becoming a part}- in a racial .struggle, a re- 
presentative of a greedy minority with vested interests, all the more resentful 
of any attack on his privileges, because he cannot help believing they arc imjust. 
And, finally the class of Englishmen which now furnishes the bulk of the Indian 
Public Servants is a class of failures. The obvious disadvantages of service in India 
would not tempt men. from England so long as they liavc any chance of reason- 
able employment at Home, or in the colonies with their kindred. Competitive 
examinations for Public Service have too many advantages not to allow us to notice 
this one particular disadvantage ; that under the competitive .system India has 
obtained a decidedly lower class of Public Servant than was the case under 
the East India Company, or than is the case under a similar .system in England 
to-day. The modern English official, whether soured by the Indian curry or climate, 
is unquestionably more greedy, more short-tempered, more hostile to Indians 
than his predecessor of 50 years ago, and much less able or intelligent than his 
confrere not only in European countries, but also in India. Wanting in ability, 
intelligence, impartiality or sympathy, there is now absolutely no case for any 
employment of Europeans in the superior administrative posts of India. 

The question may, indeed, be raised at this stage as to why, if Indians have no 
such inferiority compared to Europeans, tliey should not have obtained admission 

* On this point see the cross examination of Mr. G. K. Gohlmie before the Welby Commission, particu* 
larly by Sir J. Peiie- 

t . Attempts are made by Government to remedy the defect of a want of knowledge of tI)o local language 
in tbeir superior offleers, by ollering tempting prizes to tliem for acquiring a knowledge of Indian languages. 
The degree of proficiency attained is by no moans in proportion to tlie amount of prizes offered, which range 
from Us. 500 to 5,000 for eacli language mastered. As a rule the European’s command of an Indian language 
would make an Indian fourth form boy blush for shame if ho could not sliow a better extent of acquain- 
tance witli tlie English language and literature. Besides the knowledge of tlie official Is transltorv, the know- 
ledge of the Indian student permanent. The former is content with a few slang words to swear at his servants 
or subordinates ; the latter is a type wliich frequently develops into a Surendra Nath Bannerii, a Ravindra- 
nath Tagore or a Sarojini Naidu. 



to the Public Service at least in those branches where appointments are conditional 
upon a satisfactory examination test. The answer is that the place where the exa- 
minations are held, and the conditions of residence and study, throw an insur- 
mountable obstacle in the way of the majority of Indians. If Indians are to be 
admitted in the Public Service, the examinations must be held in India or appoint- 
ments made directly in India. The real explanation is that the Government of 
India have not shown any anxiety to secure and safeguard the just claims of In 
dians in respect of the Public Service in India. They have deliberately formulat- 
ed, or patiently submitted to conditions which inevitably, inexorably, result in 
the practical exclusion of Indians. 

Another complaint of a financial kind against the Civil Administrative Expen- 
diture of India is that, the Indian Government pays disproportiona^-ely high sala- 
ries for very ordinary services. With the possible exception of Judicial Offices 
all other civil offices are better paid in India than even in England, where 
the scale of official salaries compares most favourably with the correspond- 
ing offices in other European countries.* Considering the wealth of India as 
a nation the salaries cannot but appear extravagantly high. There was 
indeed some justification to fix these salaries relatively high when the Indian 
Ci^’^l Service was originally instituted. Conditions of life in India, when 
the English Civilian had to live away from his kith and kin, among a people 
entirely unknown and unintelligible to him, were so hard as to demand a 
reasonable compensation, not so much because of the ardousness of the work de- 
manded of him but because of the privations suffered by him. There was also the 
other — and not less important — motive in fixing the salaries at a relatively high 
figures: the desire to place the public servant beyond want and temptation. The 
scandals of the company's public servants were too recent not to influence Corn- 
wallis and his advisers in fixing the salaries. At the present -time however these 
motives are insignificant or non-existent. The hardships of an Indian Career’ have 
been smoothed away by the development of rapid means of communications, fre- 
quent opportunities of leave, and the growing westernisation in outward habits 
of the advanced sections of the Indian people. It is of course still true that the 
Englishman remains an outsider in Indian society — as much by the social i^ecu- 
liarities of the Indian people as by the race arrogance of the Englishman himself. 
But that is no longer a factor which ought to be specially compensated for. And 
as regards the other motive of securing honesty in public service English men 
can no longer claim a monopoly of a scrupulous honesty. Indians have learnt 
their lesson. On the contrary rumours of a want of decency among the superior 
English Officers are now not unknown or rare. The Indian Political service, consist- 
ing of political officers in the Native States, leaves much to be desired in rectitude 

* The Table of principal salaries given later on may be compared to the following illustrations of salaries 
to high oflicers. The President of the United States gets about £15,00(X; tlie Prime Minister of England 
£5,000 the President of France £4,000 per annum The Lord Chief Justice of Kngland gets £8,000 and the 
Lord High Chancellor £10,000 p. a. while the Lord Lieutenant of Ireland has £ 20,000. The highest judi- 
cial ofiacers in France and Germany get less than £2,000 p.a. 
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of motives and propriety of mel>liods. It may be that were a very searclaing 
inquiry instituted in the fortunes of retiring Indian P olitical Residents the o >vners 
may not be able to account for all their Avealth on a satisfactory basis. • The sale of 
^;itles, the grant of industrial concessions, and of contracts in the Public works or 
Military supply Departmentf, to mention only a few of the cases about which ru- 
moiu has been busy of late, have been known before now to offer temptations to 
otherwise able men to remain in relatively subordinate but more lucrative posts. 
In any case the plea can no longer be maintained that the salaries paid by the 
government of India are nothing but a reasonable reward at market rates for the 
services rendered. The legend of the umivalled efficiency of tlie Indian'-Civil 'Ser- 
vice held the field so long as the members of that service were the only vocal people 
to advertise their own “ Corps d’Blite. ” If we compare tlie efficiency of the 
Indian Civil Service with that of the other great bureaucracy in the world— the 
Prussian Civil service — we can not but admit that lor sheer efficiency in work for 
mere administrative results the Indian service would be nowhere. And yet the 
scale of salar)?- in the Prussian service was much lower. Besides, for the kind of 
work that the average Indian Civilian turns but the average educated Indian 
would be equally competent. Except in the highest posts much of the work is 
of a routine character — at once the bane and the salvation of a common place 
civilian ; and it would be taxing too much the credulity of an intelligent public to 
say that such a kind of mechanical work could not be performed as well by two men 
of similar education — one of whom is white and the other coloured. Skin has no 
relation to efficiency, much less to intellectual eminence. Work of precisely 
similar character is done by Indians in admittedly the best governed Native states 
at relatively much cheaper rates. 

As is often the case in top-heavy structures the high Salaries at the top are 
purchased at the cost of miserably low salaries in the clerical branch 'of the 


* The grqirth of direct intercomse of the Indian princes witli the liigliest governing antlioiities is steadilv 
reducing this grave sca^ndai. But the fact tliat in cases of dispiutes betTveeu the iSn States and the 
British Government m tins country, one of tlie p.arty is also the judge witliout appeal .comhinecl with the 
personal infirmities of the princes renders the political oflicer still a very powerful obstaclp in thp wA nf 
honest administration in the States. The Indian political service will renmi^fncamblfof redemn so Ton- 
as the Indian States are not admitted to the rights commonly accorded to independent states bvThe Intenvi" 
tional Law. M e are not liere concerned with the purely political aspect of the case thou-h it U n-pnprnllv 
behved that the British Government in India deliberately design to h4p these sSnen of Native ru e as 
meT not “ select their political officers ftrnn® among 

t The scandals of War proflteering by persons in Government service are simply incredible. A rigorous 
investigation into the present holdings of every one connected witli the Military Supplv aM Transport Depart- 
ment, tlie various controlling agencies, the ports and Customs Offices, the E ail wavs etc 
light events compared to which tlie old East India scandals would he insi-nifir-ipt tup 
is that at the present the Indian willingly, pays the European obber in th^h^e o^ nu ette^urtfer his 
Indian brother. The aiithor knows several instances, of which two choice ones may here be .wpended In 
the first instance a military contractor sold several thousand tins of ghee for the usp nf th- nrTS n.,' ++T 
at Es. 35 per tm, and the authorities concerned passed the ghee as satiriactorv^ T't 
.mandiiig discovered .that the ghee in each tin was about a couple of Ss dim andZffiw 
in each case- The tins were then returned as unfit for use. The contra pf nr wUn^i,nS ® I?* 

ghee was paid, hut he or his colleague got a tip andre-purcliased the phpp nf- ®^PP^*ed the 

atEs. 13 a tin ; and the latter sold to the IndlKmvTn MesopotamH at E^ tin 
consumed. On each thousand tins supplied the net'result rras thTt'the ifav^Paj^M'Es 11 oDoTn 
first instance, not to mention the transpoit charges from Karachi fn Qnnttn A®- • 

without counting the loss to the Indian soldiers froni the cSiptioWsi^ 

unfit for the use of European troops at Quetta. For obvious reaXs the namps S was pronoimced 
tion, or other particulars which might identify them cannot bp -ivpnUnt ell'll, i transac- 

too common. It is, also, an open secret that iSeSTvorkshons ‘‘Z® unhappily only 

Departments, reserve regularly a substantial sunt used in sucli illp^a’l contracts from public 
ana shown in the Balance Sheet. wherei"r neSrlJ! under the to p.ubhc officers 

that SUCH Indian public men as areappointed de novo to tlip hi-bpst 

the temptation to turn their official position to account indirectly thrmi-b^thth^pp'^ are unable tonaehbove . 
up under the thinnest disguise. “u account mairccciy tlirougli.their connection ivjth trade, kept 
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■- Public service. Labour of this description in Government departments bas never 
bad its claims seriously or sympatbetically considered. They lack organisation ; tbey 
are accustomed to a ^vretcbedly low standard of life ; tbey are wanting in ambi- 
tion. - Consequently every Eoyal Commission* that bas been appointed to investi- 
gate into tbe grievances of tbe pubHc services — every . reform that bas been suggest- 
ed or carried out in consequence bas bad reference to tbe superior posts only. Tbe 
most urgent reform, therefore, next to tbe abolition of tbe colour disabilities 
in tbe Indian Pubbc service, is tbe improvement of salaries of tbe subordinate 
. officers in Government departments at tbe present tinue drawing a pay varying 
from Es. 25 a month to Es. 200. Such a suggestion runs a great risk of being 
shelved, of course with every show of sympathy, on tbe perennial pretext of an 
insufficiency of fimds. Curiously enough, funds have always been forth coming 
whenever complaints have been made about the inadequacy of tbe higher salaries. 
Witness for example tbe Exchange Compensation Allowance granted in tbe nine- 
ties of tbe last century in spite of a clu'onic insufficiency. Tbe recent increase in 
tbe pay of tbe British soldier in India added nearly a million sterling annually to 
tbe Budget of India wthout a murmer of protest from tbe Indian Finance Minis- 
ter ; while a strike of tbe postmen in tbe City of Bombay, living under conditions 
of tbe most notorious rise in rents and prices^ failed most ignominiously because 
if their demands bad been granted in to tbe postal Budget in Bombay would have 
been increased by about 5,000 rupees a month.f That oiu suggestion may not be 
laughed at or shelved as impracticable, we append below a scliemej imder which 
a graduated reduction of tbe higher salaries would afiord all tbe economics desired 


* A — According to the Public seiA'ice commission report (191C) tliere were in 1913: 
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1314 posts ^\ith salaries between 
344 ■ , . . ,1 

625 „ » 

419 

304 ., 

414 

364 jj jj 

242 ■, „ 

111 

183 }, ,, 

230 

137 

35 ,, ji 

2o ,1 

39 ’ jj S3 


Us. 

500/600 reduce 10 % 
600/700 

700/800 „ „ 

800/000 
900/1000 „ 

1000/1200 „ 20 % 

1200/1400 „ 

1400/1600, „ 

1000/1800 „ 

1800/2000 „ 

2000/2500 „ 25 % 

2500/3000 

3000/3500 „ 33 % 

3500/4000 „ 40 % 

4000 <fc more ,, 50 % 


monthly save, 
f 65,700 
32,640 
46,875 ■ 
33,520 
27,360 
62,100 
72,800 
60,500 
33,300 
64,050 

103.500 

105.500 

33.000 

35.000 

70.000 


Total saving per month. Ks. 8,45,845 

This saving does not include the saving from the liigher offices of tlie Viceroy and Provincial Governors, 
contract Allowances &c;. nor does it take any account of tlie possible saving from the travelling allowances 
and other contingent expenses. It also does not takes any account of the increase in the permanent civil 
Expenditure since 1913-14, winch as noted below, is about 55% Acting allowances are all omitted in the 
above calculation. It w ould thus be a most moderate estimate to put down the possible annual saving in 
salary reduction at over Us. 3,00,00,000 more than ample for the increase in the lower salaries suggested 

t The Public service commission (1916) did not report any all round increase of salaries but they suggest 
abolition of grade system and its leplacement by the fixed annuai increment conditional upon eflicienev in 
service. They also suggest a total additional charge of Rs. 2.263 lakhs. ^ 

t The same fate met the Postal strike of 1920 in Bombay, where if the demands liad been granted in full 
Us. 20-000 a month would have been added to the Budget at the most. Against the authoiities mal-im? 
this doubtful saving the public suffered severe monetary losses, not to mention in convenience to busings 
which is Immeasmable. The postal committee Jiad, however, recommended considerable increases in the 
pay of the lower postal staff, which the Governm ent of India have accepted almost in total. The claim fnr 
differential treatment by the Bombay postmen .was justified on the grounds of the peculiarly onerous confli. 
tlons of life in Bombay. But Government having remained obdurate in the matter, the strike failed abiecHv 
after lasting 140 days. To the .men it meant a disgraceful surrender ; but it may be doubted if the Govern- 

ment has not obtained a Pyrrhic victory. The methods of strike-breaking adopted in this case bv simh tt, 
important Public Department give rise to problems which cannot be taken as finally settled merely bpcan=!n 
ot tlie thcorltic triumph of the Government. The questions wiH have to be solved in near future as to whSw 
Labour in.public departments is entitled to expect a standard contract of serviced”? offer 
for conditions of .employment, and whether Government as an employer is entitled, in the name of mihlip 
utility and necessity to reSoit to every measure it can think of for strike-breaking, ® ° 
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for making an increnso in the pay of the lower paid memhnra of the public service. 
Wo proceed in that scheme on t-he general principle that no official salary, with 
the exception of the Vieexoy, Governors, Chief Judges, and Comma ndor-in- Chief, 
wshonld exceed 11s. 50,000 a year ; that all salaries between 11s. 200 and fiOO a month 
should bo left untonchod : while salaries over five Imndrod a month should bo 


taxed or rodneed at a graduated rate of from 10 % to 50 % as the amount of the 
salary incroaseses. The salary of the Viceroy should be reduced to £10,000 or 
Ils. 1,50,000 a year: of the Governors to £7,500 or 11s. 80,000 to, 1,00,000 a year; 
of the Chief Justices to lls.60,000 to 60,000 a year ; and of the. Comma nderdn- 
Chiof to 11s. 50,000 a year. The household and other allowances now granted to 
the Viceroy and Governors are excessive and ought to be eonsidorabh* reduced : 
while the great, scandal of Travelling Allowances to hi,^h oilicer.- , t ^ 

amount of public Hallways belonging to the state, ought to be finally ended by a. 
system of passes on 11 ail ways. The total saving thus made would exceed 
Hs. 1,50,00,000 a year a sum more than enough to add lOD per cent, to salaries 
below Bs. 50 a month, and 50 % to 75 % to salaries between 100 and 200 aihonth. 


A TABLE OF THE CHIEF INDIAN SALARIES. 
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Office. 


Annual Pay. 

11s. 


Viceroy 

Private Secy, to Vicy. . . 
Military „ 

Surgeon 

Oommander-iu-Chief 

Mill. Secy. . 
0 Members Voey. Council 
(each 

3 Secy. Govt, of India . . 

6 ,5 !J , 

Educational Commr. 
Comp-Auditor Genl. 
Controller of Cur. 

2 Acet. Genl 

3 

4 „ „ M in. 

Salt Commr 

Director Genl. of Posts and 
Telegraphs . . 
i*ost Master General 


2.50,800 

24.000 

18.000 

14.000 
1,00,000 

18.000 ■ 

80,000 

48.000 

42.000 
30/35,000 

54.000 
36/42,000 

33.000 

30.000 
. 27,000 

30,000 


42/48,000 

30.000 

27.000 


3 

4 


9 ) 


>> 


?> 


24,000 

21 , 000 ' 


Office. Annual Pay, 


Director, Geological survv. 

Bs. 

21,000 

2 Dy. Secy. Govt, of India 

27,000 

>> '5 • * 

24,000 

Snpdt. of Port Blair 

30/36,000 

Chief Commr. of Delhi . ‘ 

36,000 

Director, Criminal Intelli- 
gence 

36,000 

Inspector Genl. Forests . . 

31,800 

Survey Genl. 

36,000 

Chiei Inspec. Mines 

21/24,800 

Director Genl. ]\Iedieal 
service. 

36,000 

12 Magistrates and Collec- 
tors 1st Grade 

27,000 

IS Mag. and Collars 2nd 


Grade 

21,000 

14 Ditto 3rd Grade 

18,000 

17 Jt. Mag. & Dy. Coirs. 

1st Grade 

10,000 

17 Ditto 2nd Grade.. 

8,400 

.\sst. Mag. & Coirs. 4,800 

6,000 

3 Dist. &• Sessions Judges 

. 

1st Grade 

36,000 

IS Ditto 2hd Grade’ 

30,000 
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Office. Annual Pay* 

Es’. 


21 Ditto 3rd Grade 

24,000 

1 Chief Judge Presidency 
city of small causes . . 

24/30,000 

4 Judges 

12/13,600 

15,600 and 

16,800 

1 Advocate General 

48,000 

1 Solicitor to Govt. 

60,000 

1 Eegistrar High Court . . 

20,400 

1 Insptr. Genl. Police 

30/36,000 

1 Directr. of Public Ins- 
tructions 

24/30,000 

Sanitary Commr. . . 

24/30,000 

Director Genl. Archelogy 

20,400 

Adm. Genl. Bengal. 

24,000 

Director Genl. Commercial 
Int. 

24,000 

j, Ind. Ober. . . 

18/24,000 

Controller Stationery 

18,27,000 

3 Presidency^Governors . . 

1,20,000 

3 Private Secy, to ,, 

18,000 

3 Surgeons 

12,000 

3 Military Secy 

12,00 

Bishop C-alcutta . . 

45,977 

5 , Bombay . . 

25,000 

„ Madras 

25,000 

Chief Justice Bengal 

72,00o 

Other chief justice (3 

60,000 

33 Puisne Judges High 
Courts 

48,000 

2 Chief J. Chief Courts . . 

48,000 

8 Judges Chief courts 

42,000 

6 Political Eesidents 1 
class 

48,000 

9 Political Rests. 11 class 

33,000 

Pol. Officers on time scale 
5,400 

28,800 

Bengal. 

3 Members of Council 

64,000 

1 Member Board of Rev. . . 

45,000 

5 Commrs. of Divisions . , 

35,000 

1 Chief Secy, to Govt. 

45,000 

3 Secy^. to ovt. . . 

33,000 


Office. Annual Pay. 


3 Under Secy, to Govt. . . 

Rs. 

12,000 

1 Excise Commr. . . 

21,000 

1 Chairman Corporation of 
Calcutta 

30,000 

1 Dy. Ditto 

12/18,000 

1 Collector of customs 

30,000 

Assam. 

• 

1 Chief Commr. 

56,000 

2 Commrs. 

33,000 

2 Sec. to Chief Commr. . . 

18/21,000 

6 Dy. Commr. 1st- Grade 

27,000 

7 „ 2nd Grade . . 

21,600 

7 „ 3rd Grade . . 

18,000 

4 Asst. Commrs. 1st „ 

10,800 

4 ,, 5 , 2nd „ . . 

8,000 

„ „ 3rd. „ ..5 

400/6,000 

2 Under Sec. to Chief Comr. 

12,000 

1 Dist. & Sessions Judge . 

30,000 

'1 Insp. Genl. Police 

27,000 

1 Dir. of Public Instructions 

15/18,000 

1 Dir. of Land Records & 
Agriculture , . 

18,000 

1 Excise Commissioner . . 

18,000 

United Provinces of Agra 
and Oudh. 


1 Lt. Governor 

1,00,000 

1 Chief Secy, to Govt. 

36,000 

2'Members of Bd. of Revenue 42,000 

2 Secy, to Govt. . . 

20/22,000 

1 Secy, to Bd. of Rev. 

22,000 

3 Under-Secy, to Govt. . . 

12,000 

1 Privy. Secy, to H. E. the 
Governor 

18,000 

1 Director of Agriculture . . 

27,000 

1 , of Land Record 

18,000 

1 „ Secy, of Bd. of Rev. 18 ‘000 

Behar & Orissa. 


1 Lt. Governor 

1,00,000 

3 Members of Executive 


Council 

60,000 


II2 


Office. Annual Pay. 

Rs. 


1 Member of tbe Bd. of 


Revenue 

42;000 

1 Chief Secy to Govr. 

36,000 

2 Sec. „ 

27,000 

3 Under Sec. ,, 

12,000 

6 Commrs. „ 

35,000 

10 Magistrates and Collec- 


tors 1st Grade 

27.000 

11 Ditto 2nd Grade . . 

21,600 

12 „ 3rd Grade 

18.000 

11 Jt. Mag. & Dy. Coirs. 


1st Grade 

10.300 

10 Ditto 2nd Grade 

8,400 

Asst Mag. and Cols 4.800/600,0 

2 Dist. and Sessions Judges 


1st Grade 

36,000 

5 Ditto 2nd Grade 

30,000 

6 Ditto 3rd Grade 

24,000 

1 Commr. of Excise salt . . 

17.280 

1 Director of Jjand Bds. of 


Survej^s 

31,600 

1 Director of Agricultui-e . . 

18,000 

1 Insp. Genl. Police 

30,36,000 

1 Dir. of Pub, Imstiis. 

■24,000 

Punjab. 


1 Lt. Governor 

1,00,000 

1 Chief Secy, to Govt. 

36,000 

2 Secy, to Govt. 18,000 

21,000 

2 Under Secy, to Govt. , . 

12,000 

1 Under Secy. Police Dept. 


and Insp. Genl. of Police 

30,000 

1 Under Secy. Educational 


Depart. 

24,000 

2 Fin. Commrs - 

42,000 

2 Secy, to Fin. Commission- 


ners 10,800 and 

8,400 

5 Commissioners . . 

33,000 

14 Dy. Commrs. 1st Grade. 

27,000 

14 „ 2nd „ 

21,600 

14 „ 3rd „ 

18,000 


Office.’ Annual Pay. 

Rs. 

14: Asst. Coramrs. Ist,,. 10.800 

I4 „ 2nd., 8,400 

39 „ 3rd., 6,000 

2 Di'/isional Judges 1st Grd. 33,000 
4 ., 2nd Grade 30,000 

6 ., 3rd .. ' 27,000 

10 „ lib '. 21,600 

10 Dist J iidges .. .. 18.600 

1 Snb Judge and Judge 

Small Cause Court Simla 1 0.000 • 

1 Registrar of tlie Court . . 1-5,000 

1 Legal Rem cmbrancer .. 24,000 

1 Insp. Gcnl. of Police . . 24,000 

1 Director of Public Inst- 
ructions . . . . 24,000 

Burma. 


1 Lt. G ovcrnor 

1,00,000 

2 Ciiief Secy, to Govt. 

36.000 

2 Secretaries 

21,600 

2 Under Secretaries 

6,000 

1 Ssst. Secretory . . 

6,000 

1 Financial Commr. 

42,000 

9 Commrs. of divisions . . 

35.000 

1 Commr. for Kumsson . . 

-30,000 

1 Opium Agent 

.30/36,000 

19 Mag. & Coirs. Lst Gr. 

27,000 

17 ,, 2nd Gr. 

22,000 

4 Dy. Comnms. 1st Grd. . . 

22,000 

16 „ 0 2nd Grd. 

20,000 

15 Jt. Mag. 1st Grade .. 

12,000 

8 Asst. Commrs. 1st Grade 

9,600 

21 Jt. Mag. & Asst. Commrs 


2nd Grade 

8,400 

Asst. do. do. 4,800/6,000 

3 Dy. Commrs. Kumaon . 

12,18,000 

1 City Mag. Lucknow 

12.000 

1 Supdt. Debra Dun 

18,000 

1 Judicial Commr. 

42,000 

2 A dtlitroiial J ud. Commr.' 

' - 40,000 
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Office. Annual Pay. 



Ra. 

2 Dist & Sessions Judges 


1st Grade 

36,000 

7 „ 2nd Grade 

30,000 

7 „ 3rd Grade 

27,000 

10 „ 4th Grade 

22,000 

5 „ 5th Grade 

20,000 

1 Registrar High Court . , 

19,200 

1 Insp. Genl. of Police . . 

30/36,000 

1 Dir. of Public Instns. . . 

24,000 

8 District Judges . . 

18,000 

11 Registrar Chief Court . 
Lower Burma. 

8 400 


1 Govt. Advocate . .18/ 21,000 


Central Provinces. 


1 Chief Commissioner 

62,000 

I Financial Comnir. 

42,000 

5 Commissioners of Divisions 

33,000 

13 Dy. Comnirs. 1st Class 

27,000 

13 ,, 2nd ,, 

21.600 

14 - „ 3rd „ 

18,000 

10 ^ast. Commrs. 1st „ 

10,800 

10 „ 2nd ,, 

8,400 

3rd „ 4,800/6,000 

1 .Judicial Commr. 

42,000 

2 Additional Jud. Commrs. 

36,000 

4 Divi.sional and I^es. Judges 


14,800/ 

18,240 

2 Dist. & Ses. Judges 14, '800/20, 100 

1 Insp. Genl. of Police., 2 

7/33,000 

1 Director of PubUc Instns, 18/24,000 

Madras. 


2 Members of Council 

64,000 

1 First Member Bd. of Rev. 45,000 

1 First Member Bd. of Rev. 

45,000 

1 Second „ ,, 

42,000 

IThii-d „ ' „ ■ 

36,000 

1 Fourth „ , „ 

36,000 

1 Chief Sect, to Govt. 

45,000 

1 Rev. Secy, to Govt. 

36,000 

1 Secy, to Govt. . . 

30,000 

2-5 



Office. Annual Pay. 

Rs. 

1 Private Secy, to Governor 18,000 

2 Under Secy, to Govt. . . 12,000 

1 Secy, to Coinmrs. of Land 

Eev. .. ' ..16/ 21,600 

1 Secy, to Cominrs. of Salt 18/ 21,600 
22 Diet. &, See. Judges . .24/ 36,000 
1 Registrar High Court . . 18/ 21,600 
1 Ad. General . . . . .> 21,600 


1 Govt. Solicitor . . 

13,200 

1 Chief Judge Small C. Ct. 

24,000 

1 Commr. of Coorg. 21,600/ 

24,000 

1 Resident in Travancore 


and Cochin . . 

33,600 

1 Settlement Commr. and 


Dir. of Land Rev. 

33,000 

1 Dy. Dir. of Land Records 

19,000 

1 Secy, to Fin. Comnu’, , , 

12,000 

1 Dir. of Agriculture 

21,600 

8 Commrs. of Divisions . . 

33,000 

12 Dy. Commrs. 1st Grade 

27,000 

14 „ 2nd „ 

21,600 

lo ,, old ,, 

18,000 

12 Asst. Commrslst „ 

12,000 

13 „ 2nd • „ 

8,400 

10 „ 3rd „ 

7,200 

52 „ 4th „ 5,400/6,000 

1 Judicial Commr. 

42,000 

2 Div. Judges Ist Grade . . 

33,000 

1 „ 2nd „ 

30,000 

2 „ 3rd 

27,000 . 

2 „ 4th ,, 

21,600 

3 Members of Council 

64,000 

1 Chief Secy, to Govt. 

45,000 

1 Secy to Govt. 

37,500 

1 Secy to Govt 

30,00 

1 Private Secy, to Governor 

16,000 

2 Under Secy, to Govt. . . 

15,000 


1 Insp. Genl. of Prisons 21,600/24,000 
1 Insp. Genl. of Police .,30/36,000 
4 Commes. of Divisions ..36/42,000’ 
1 Comnir. in Sind . . 4.5,000 

1 Municipal Commr. Bombay 36,000 



Office. Annual Pay, Office. Annual Pay. 


, 

Rs. 


Rs. 

13 Senior Collectors 

27,900 

3 Dist. & Ses. Judges 1 Gr. 1 30,000 

Ih Junior „ 

21,600 

6 Dist. ,, 2nd Gr. 

27,000 

9 Asst. Collectors 1st Grade 

14,000 

11 „ „ 3rd Gr. 

21,600 

t 

17 „ 2nd Grade 

10,800 

Prothonofcary Registrar 


18 „ 3rd Grade 

8,400 

High Court . . 20,400/24,000 

4th Gra-Ie 4,803/3,000 

1 Administrator Genl. and 


1 Collector in Sind 

21,600 

Official Trustee ..2 

1/ 30,000 

1 Tnsp. Genl. of Police ..30/ 36,000 

1 Registrar High Court . . 

20,400 

2 Collectors 1st Grade 

30,000 

1 Chief Judge Small C. Ct. 

24,000 

14 „ 2nd „ 

27,000 

1 Remembrancer of Legal 


1 President Corporation 


affairs. 

30,000 

Madras 

20,820 

1 Govt. Solicitor . . ’ . . 

30,000 

6 Collectors 3rd Grade 

21,600 

1 .Advocate General 

24.000 

17 Sub, -Collectors and .It. 




Magistrate 1st Grade 

14,400 

1 .Vgent to the Govertior in 


o 

13 Ditto 2nd Grade , . 

10,800 

Katliiawar 

36,000 

13 Ditto 3rd Grade . . 

8,400 

1 Resdt, and Senior Politi- 


Asst. Collrs. & Magi3trate.34800/6,000 

cal .Agent 

27,000 

1 Dir. of Public lustn. , . 

24/30,000 

27 Political Officers on time 


1 As3t. Co.mmr. in Sind . . . 

13,200 

scale pay 


1 Judicial Coinmr. in Sind 

42,000 

5, 400/10, 20aAl 1,-fOO/ 23,400 

2 Additional Jud. Coinmrs. 


1 Director of Public In- 


in Sind 

36,000 

struction 

24/00,000 


The last explanation that ought to bo noticed as regards the cost of Civil .id- 
ministration in India is the multiplication of dej^artments. ■^ipal•t from the great 
crop of departments and controllers demanded by the exigencies of the Great War, 
Lord Curzson’s administration was consjncuous for addition to the number of 
public departments e.g. the creation of the Commerce and Industry Department 
of the Government of India, the institution of the Railway Board &c. His also 
was the period for a wide spread revision of pay of the superior officers if not of 
the whole superior staff of many a department under the excuse of the need for 
increased efficiency. We have already examined the degree to which the Indian 
Civil service can maintain tliis claim to efficiency relatively to the other great 
bureaucracies of the world ; and here we need only add that apart from the adver- 
tising of the members of that service itself, the claim to efficiency can be only sus- 
tained if a comparison is instituted with the corrupt systems- of Public service in 
European countries in the eighteenth century, or nntli the disgraceful system of 

' ft 

* We have already noticed the fact that the R- forms are from this point of view a costly privilege 
and may heie instance only tlie addition to tlie lixecutive Councils in the Presidencies of 2 extra members 
witi. a proportionate corresponding increase in the Secretariat, the addition of paid Presidents, for the 
legislative Councils and the increase of Travelling allowances in consequence of the enlarged legl.slatnre.s. 
In i013-l4 Salaries and e.xpenacs of Civil DepartmeotB were 27 erores. In 192021 they are estimated at 
•f2crorcs, or an increase in 7 years of 5,3 percent. 
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public service in some of the Jfativ'e States of India to:day, which. offer a conveni- 
ent foil to show off the excellence of the British Administration such as it is ; and 
for that purpose perhaps this otherwise intolerable nuisance . is 'maintained by 
the guarantee of the British anned force. 

XX.— POLITICAL CHARGES OF THE GOVERNMENT OF INDIA. 

The political charges of the Government of India in the official Accounts include 
the following items 



(1901-2) 

1905-6 

1910-1 

1914-16 


(Lacs). 





Rs. 




Political Agents 

38.00 

46.77 

46.83 

49.89 

Diplomatic Consular charges 

. . 


8.83 

12.34 

N. W. Frontiei' 

17. .58 

31.91 

37.17 

36.74 

Tibet Frontier 

. . . . 

1.39 

2.49 

2.79 

Political Subsidies 

5.99 

38.27 

49.49 

22.06 

Entertaiunient of Chiefs 

1.20 

2.65 

3.90 

3.60 

Durbar presents and allowances 

1.15 

1.19 

1.62 

1.74 

Refuges and state prisoners . . 

7.31 

5.75 

5.31 

■ 4.70 

Special Political charges 

7.37 

5.95 

.19 

13.73 

Impeiial service troops 


. . 

3.58 

3.02 

Lighting and buoying Gulf Persia 

• 



1.68 

Other cliarges 

■5.71 

6.12 

6.39 

6.73 t 

Charges in England . , 

£21,742 

£ 5,531 

£ 5,016 

£ 23,975 

Total Political charges 

. . £ 587,191 

£ 913,410 £ 

1,095,470 £ 

1,123,386 


But according to the classification adopted by us these charges do not. exhaust 
the total of the items which may fairly be described as political. Among other 
items we would add to this heading the Political Pensions and Allowances granted 
by the Government of India and the allowances imder treaties to some Native 
states. The Legislative Council charges should also be included- On the other 
hand the income from Tributes being purely of a political character should be 
deducted before we can arrive at the net political expenditure of the Government 
jof India. 


♦ The figures relating to Diplomatic and Consular service were before 1010 included in the charge of 
Political ^genes'. 

■f The figures are in lacs of rupees e.xcept the two bottom i^ma. 





Political Legis. Pol. Durbar 


Year, 

Exp. 


Pensions* 

Chargesf 

Tributes 

charges. 

1899-0 

£ 721,836 

£ 9,858 

£ 277,010 

£13,167 

£ 615,028 

406,848 

1900-1 

537,491 

10,672 

279,314 

13,870 

577,823 

263,525 

1901-2 

687,074 

9,998 

264,371 

13,929 

503,545 

391,827 

1902-3 

819,466 

12,673 

270,605 

15,453 

613,715 

,504,682 

1903-4 

702,570 

11,656 

257,469 

12,800 

609,086 

375,409 

1904-5 

790,339 

10,425 

248,381 

12,933 

. 633,844 

428,234 

1905-6 

943,440 

11,536 

246,666 

14,463 

597,430 

518,875 

1906-7 

1,060,034 

11,509 

235,646 

13,785 

600,986 

665,888 

1907-8 

796,105 

12,016 

248,944 . 

15,835 

584,020 

488,430 

1908-9 

1,007,512 

12,601 

242,755 

16,637 

589,636 

690,579 

1909-0 

875,127 

13,705 

233,586 

14,917 

588,307 

549,008 

1910-1 

1,095,470 

13,921 

236,006 

17,535 

607,447 

■ 755,485 

1911-2 

968,158 

14,442 

227,061 

14,093 

595,005 

628,749 

1912-3 

1,005,923 

15,038 

219,409 


623,542 

616,818 

1913-4 

1,159,190 

15,137 

220,720 


616,851 

|778,166 

1914-5 

1,123,335 

16,437 

208,621 

. * 

609,827 

738,666 

1915-6 

1,168,027 

8,334 

219,075 

• » 

609,128 

786,308 

1916-7 

1,282,443 

10,297 

207,963 


612,429 

888,274 

1917-8 

2,092,269 

11,459 

200,273 

, , 

597,670 

1,706,331 

1918-19 

2,653,-69 

i2,592 

185,224 

. . 

594,354 

2,257,331 

B.B. 1919-20 2,148,100 

13,000 

209,500 


626,000 

1,744,700 

R.E. 19 

20-21 1,906,400 

13,000 

206,000 


616,309 

1,509,600 


Owing to the splitting up of these small charges, a proper study of the Politi- 
cal expenditure of the Government of India becomes difficult. We have already 
referred to the plan of the Welby Coimnission which discussed Political charges 
under the general heading of Defence. But the items enumerated above are 
essentially of a Civil administrative nature, particularly the largest item of Indian 
Political Agency charges. This is not so much for maintaining International 
Eelations with the Indians states (if one mdy so describe the relations subsisting 
in India) as for keeping up, to a certain degree of efficiency in the Administration 
of portions of India not directly under British rule. 

/ 

The Political agents in the Indian States are not Ambassadors but 
Advisers. The Government of India has no anxiety for maintaining 
fa/oaraole ecoaomic or political doctrines in the Native States, since the 

• TUe Territorial and Political Pensions include the Jillow.'inces to the dispossessed Oudh Family in U. 
P. .and tlu Xizainut family in Ucngal, Carnatic and Tanjore stipends in Madras, Sind Pensions in Bombay 
and miscellaneous Pensions and ciiarltable aJlowanccs continued by the present British Government as a 
heritage from tuo indigenous Governments they hive replaced. As relatively lower pensions are regrantod to 
heirs of a deceased original pensioner tnis is a diminishing charge. 

t The Durbar charges in this table are taken from the accounts of the Government of India. Apparent- 
ly they are not quite the same as the Coronation Durbar eliarges of 1002-03 or that of 1011-12. 



most coiiaiderable of tlicrn iave no economic independence in internal matters 
whereby the British interests might conceivably be endangered. The standard 
of Administrative efficiency or excellence is vague ; but such' as it is the Sovereign 
power expects the Feudatories to conform to it. As there can be no departure in 
any important question without a previous reference to, and perhaps approval 
of, the British Indian Government, the analogy of Diplomatic Relations with the 
independent states of the civilised world breaks down. On the other hand if we 
loolr to the Tributes paid by the States to the Paramount Government they seem 
to be more akin to military subsidies as a sort of an insurance against external , 
aggression and internal Revolution.* We cannot compare the present day Indian 
Political Tribut&s either to military exactions by a conqueror, or to the Matricular 
contributions paid by the constituent States of the German Empire to the Imperial 
Government. The tributes do not meet the whole of the Indian Political Expeu- 
ditme ; but for that reason we cannot describe the total political expenditure as a 
tax on British India. In the event of the Federal idea being realised ; in the event 
of the United states of India becoming an acconqdished fact, it is conceivable, 
that this branch of public revenue and expenditure may disappear altogether 
to be replaced by proportional contributions from the constituent states and pro- 
vinces for the maintenance of the Central Government, f As it is we must regard 
both the revenue and the expenditure on this head as in a class by itself which it 
would bo impossible to judge by any known standards of public Finance. 

The items of Political Expenditure ; such as Durbar charge.s, entertainment of 
Rulers and envoys &c. are to a large extent tlic result of a prevailing misairpre- 
hension of the Indian outlook on this point. The Indian traditions of personal 
rule are supposed to be more fully carried out by these periodical lapses into 
medieval pageantry. If we look only to the few wealthy Indians intent upon title 
hunting of the mo.st grotesque description there would perhaps appear some 
truth in the conceptioji of Government by pageantry, J But if it is intended to 
blind the educated and intelligent or to satisfy the large masses of India, these 
Durbars fail most .singularly. The educated Indian cannot but feel that the in- 
evitable concomitant of each Durbar pageant — the IMilitary Review — is a .sufficient 
indication of the accepted conception of Government in the mind of the ruling 
class. — Government by the Sword. But for that the Coronation Durbars, which 
in England are untiuged by Military .symbolism of any kind, would have been 
free from the humiliating testimony of a nation’s misfortune. As for the masses 
the personal rule they are accustomed to was one in which the ruler on all great 
occasions scattered gold and silver coin from his Privy Purse, and pardoned or 


* .See Warner; Native states of India. 

T, t Constitutional Reforms (1910) paras 205-206. Also tbe chapter In this work dealing with 

irovlncial Finance. The dangers of provincial contributions have been stated tlierc as fully as was possible, 
ine ilnancial basis of the Federal Government in India would be much somjder if the Central Government 
13 Independent of the contributious from it« constituents. The aim adumberated by the Meston Commit- 
toc eeoma w suggest that this system of provincial Contributions is not intended to be a permanent 
xoftture of Indian Finance* ' 


prominent given to the relinquialiment of titles as an act of sacrifice and protest in the recently 
programme by the Indian National Congress is an indication of the extent to which 
Buen iQOis 01 the market place can bamboozle such people as ^•.Gandhii 



hanged offenders at his own sweet No one would now advocate the resuscita* 

tion of such autocratic Pregoratives, liowev^er seldom ' the' Sovereign might bo 
visiting his distant dominions. Every one in India now realises that the Corona- 
tion Durbars are a heavy burden on the people in which the central figure contp 
butes nothing. The gifts of the ruler come out of the pockets of the^ruled, so that 
the traditional Indian idea of lloyal munificence is unrealised. There would be no 
great objection to "the periodical holding of the Durbars if the concessions, like 
those announced at the last Delhi Durbar 1911, were to be paid for out of the Civil 
list of His I\Iaje.sty. -U be.st, therefore, we can ignore this item of c.xpenditure as' 
being too insignificant to cause scihms anxiety, too infrequent to involve a great 
hardship. 

The political e-xpenditure on Territorial or Political Pensions must be e.xplained 
ou purely historical grounds. It con.sists chiefly of allowances to di.s])osse.ssed 
rulers of annexed Provinces ; but their continuation be}'oud wliat is ab.soluto’ r 
necessary would mean a burden on the people without any corresponding benefit. 
At the present time the net rc.sult of such pcasions is to maintain hi affluence a 
class which never has had, and never can have, any sympathy with the claims of 
Democracy in India. ' 

Legislative E.xpenditure, Avhich is not included in the ordinary Accounts o„ 
the Government of India under the heading of Political. Charges, has its own ju.sti 
fication. The precedent of England demanding voluntary Public Service in Legis- 
lative Assemblies was for a long time followed in India. But a system of free 
Political Service has its own defects. The class of Political aspirants is narrbwo 1 
down to the relatively rich section of the community ; and representatives selected' 
from such a class cannot always be made re.sponsive to public opinion. They 
would have the standpoint of Patrons not of equals. Besides gratuitous Political 
Service by a class economically independent is bound to be amateurish. When we 
speak of the ’‘Professional Politician'” of this class, the term ahno.st always sounds 
tainted. The honorary Professional Politician relies on luck and excels in muddl- 
ing through. But the Professional Politician, the coimuunity could obtain 
if the services Avere properly remunerated, — not. excessively — would be .specially 
trained and thoroughly competent to handle political problems, to indicate broad 
lines of development as well as to work them when accepted by the Community. 
Excessive remuneration for political Service, Ave must observe, is likely to be-inorA 
dangerous than the system of honorar}’- service,' as in the former case jobbery Avould- 
be inevitable and national affairs AA’ould be in a worse muddle than ever before.- 
in India, before the pas^g dP the Indian Councils Act of 1909, the Indian Non- 
Official members of the Legislative Councils used to be paid a fixed alloAvance 
•sufficient to meet the travelling expeD,so.s and the charges of .staying in the Capital 
d'ufihg the period of Legislative activitj’.* At the present time the AlloAvance is 

^ L * : - * : - — _ ■ - - ■ 

'• * - Under the old system the allowances Avere fixed liberally so that-poor mernbers^ like the late Mr.'XJ.K- 
Gokhale could make a living out of.it -Avithout taint or reproach. , ' 
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not aiixed sum biit a rate of two First Class TickOts for each jourue}'^ to and fiolii 
the Capital, with Es. 20 per diem by way of boarding and lodging charges. If the 
object of the change is to secure greater economy we would suggest the introduc- 
tion of the system of Eailway Passes, available only dming the period of legislative 
activity,— and strictly non-transferable, — together with the systeih of fixed daily 
charges. But perhaps the most suitable reform would be payment of a fixed an- 
nual salary to the Councillors to enable them to devote the .fullest attention to 
their legislative and other public duties without a thought of private business. In 
the present system the assumption of honorary public service is impossible alto, 
gether to deny ; and, consequently, members cannot always realise that they 
are at the same time the Trustees as well as the servants of the Public. And, as 
there is nothing in the regulation to prevent Honorar}'^ members from making as 
many journeys to and from, as they like, requirements of economy miglit be more 
often sacrificed than otherwise. 


XXI— PENSIONS, FURLOUGH AND SUPERANNUATION ALLOWANCES. 

Under this heading, we shall consider only the Civil Pensions and Leave or 
Superannuation Allowances, granted by the Government of India, excluding alike 
the Territorial and Political Pensions considered in the preceding Sub-section, 
and Military Pensions, considered in tlie Section dealing with Military Expenditure 
in general. The former is a diminishing quantity ; the latter raises special problems 
of calculation and apportionment, which need not be imported into the present 
section to confuse its general character. 


The subjoined Table shows the growths of tlie Pension etc. charge. The 
average charge under this heading, as shown by this table has risen from £ 1^ Million 
to nearly £ 4 milUon. 


Year. ' 

1860-61 

1870-71 

1880-81 

1890-01 


1809-00 

1900 - 01 

1901 - 02 

1902 - 03 

1903 - 04 

1904 - 05 

1905 - 06 

1906 - 07 

1907 - 08 

1908 - 09 


Superan - 
nuation. 
£ 

582,262 

1 , 450,763 

1 , 898,773 

4 , 678,516 

Receipts 

2 , 677,377 

2 , 686,687 

2 , 731,113 

2 , 790,854 

2 , 831,228 

2 , 886,126 

2 , 918,200 

2 , 955,383 

3 , 009,461 

3 , 058,234 


Civil 

Fur- 

lough, 

£ 

223,741 


278,183 

245,545 

247,752 

237,965 

230,025 

211,390 

227,072 

243,327 

329,515 

366,780 


The general theory of Pensions from the 
Public Purse makes- these .allowances partl3>- 
differed j)ay, and partlya recognition of the 
service rendered in the prime of life, and the 
consequent duty of the employer to provide 
for the maintenance of the superannuanted 
seiVant. According to the first view Pen- 
sions are not wholly paid out of the pocket 
of the tax-payer but are to a considerable 
extent a refimd of what the State kept back 
during the period of active service of the 
official augmented by the compound interest 


• There is no published means of knowing what is tlie average cost of each Councillor, what is the 
largest amount obtained by individual Councillors, and so what saving can be effected by the introduction of 
a system of Tasses. It may also be noted that the principle of voluntary Tublic Service has been extended 
by the appointments of Hon. Magistrates to try petty oilences in large cities like Bombay or Calcutta. 

On the other hand the sugge-stion of a fixed salary — say Bs. 10,000 a year at most would, taking into 
accoimt all the Provinces, mean an additional charge of about Ks. 50,00,000 a year, against which would be 
the saving of the present allowances. One is inclined to.thlnk that the financial saving would be consider- 
nble, and the increacc in olDoieucy would Ijo iminouso, particularly if the payment is made conditional upon 
MWk actually done- 


1909-10 

3,094,040 

397,816 

1910-11 

3,146,886 

396,311 

1911-12 

3,187,420 

426.742 

1912-13 

3,284,319 

412,184 

1913-14. 

3,399,487 

461,606 

1914-15 

3,479,734 

360,430 

1916-16 

3,470,283 

235,834 

1916-17 

3,475,700 

252,517 

1917-18 

3,485,193 

182,464 

1918-19 

3,525,200 

140,909 

1919-20 

3,714,600 

605,000 

1920-21 

3,998,900 * 

1,103,200 


< 

on the total amount accumulated during the- 
period of service ; or by regular contribu- 
tions. In tlie absence of a pension.? provio 
sion, however made, tlie State would have to 
pay much higher salaries, sufficient in fact to 
enable the public servant to make a provision 
for his old age from hi.s ov.m savnngs. 


To leave each individual public servant to make a provision for . his old age 
Avould expos deserving public servants to all the caprices of trade depressions and 
financial panics, to the dangers of unwise invostmenf., or undignified penury 
Beside.?, tlic State must, upliold the model to otlier private employers in the 
cojitraci of service and must, therefore, solemnly affirm in its own instance the duty 
of the Emplo 3 'cr to provide for the .servant on retirement. 


In no modern State arc public Service Pcn.sion.? wlmll}' a refund of the amounts 
kept back by the State, or contributed by tiic official, during the period of active 
Service. . ' 


The Welby Commi.ssion discu.ssed the Pensions ])aid by the Indian Govern- 
ment under two divisions: Pen.sion.s and allowances to ollicers other than the 
Covenanted Civil Servants, and Pensions to the Civil Servants, their Familie.s 
and ^fedical Advisers. The Public Services Commi.s.sion Peport (1916) gives 
four classes of Pensions :—(l) Compensation Pension?, awarded to offieors dis- 
charged after not le.ss than ten years’ service for reasons of a reduction in cstabli.sh- 
ment and the coirsequent ueedlessne.ss of their .service : f(2) Invalid Pensions, 
awarded to officers retiring after not les.s than ten years' .service, oh account of .some 
permanent mental or pliysical infirmity disabling them from active service : 
(3) Superannuation Pensions granted to officers retiring or compelled to retire 
at a particular age ; (-1) Retiring Pensions granted to officer.? voluntarih' retiring 
after completing a prescribed period of qualifying service. Of these the last two 
only' deserve any particular notice. 


These pensions are calculated on the basis of the average emohuiieuts of the 
retiring officer during the three y^ears immediately jjreceding retirement, and in 
accordance with a scale of so many sixtietlis of such emoluments. Usually, ten 
years’ Service is the minimum service was required ; and the Pension is 10/60 or- 
1/6 of the average pay during the three preceding years; 15/60 or afters 15 
years’ service, 1/3 after 20 years’ service, and i after 25 years’ service. To prevent 
highly paid officers securing an unduly large amount of Pension, the. rule is laid 
down as to the maximupi pension which any individual officer can draw, bong ■ 


fr. instance of compensation Pensions granted on rednetion of establishment 

to officers found to be superfluous was in the early seventies in the case of tlie Public Works Department. ■ 

A ^;fK_ninst^ this charge must be set off the Receipts in each case amounting to £ 317,147 and 


i^HOiOOD rospcctivoly in the accounts of ini8-18. 



l‘s. GjOOO/GjOUO ill the case of iion-civiliaii public servants, £1,000 in the case of 
Civil Servants and some special pensions as in the case of High Court Judges 
£1,200 a year. 

The Civil Service Pensions, and the pensions to the families and Medical Ad- 
visers of the Civil Service, were original!}' paid out of Special Funds instituted for 
the purpose. Between 1868 and 187*1 Government took over these fimds and 
assumed the full responsibility for these pensions.* The total sum taken over by the 
Government from the various funds amounted to close over nine crores of rupees, 
but on undertaking the obligation to pay a fixed retiring pension. Government 
decided not to maintain these funds separately. A ])art of the Medical Fund was 
iLsed to compound the claims of the sub.scribcrs to the fund ; but the rest was paid 
iuto the Treasury, and i liere made aA'ailable eitlier for the current or cajiital ex- 
penditure of the State. i\s the fund monies, when paid into the Treasury, were 
not oar-marked to any ])articular service it would be impossible to say with any 
ju-ecision how they were, actually employed. It has been calculated by the India 
Office l.hat large sums were, advanced during the period from the Balances for the 
construction of Productive Public Works in India, amounting to about 8 crores. 
Assuming that this reprc-senfs the balance of the funds taken over, it would at 
‘1 % per annum, yield about Bs. 28 lakhs a }*ear, which ought therefore to be deduct- 
ed before we can arrive at the net Ifimsions charge of the Government of India. 

We ]uust take a further deduction for the foiu per cent, contribution which 
■ is still made by the Civil Service, — the only service in 1 ndia which directly contribut- 
ed anything towards its Pension*^. No separate account is kept of these deduc- 
tions, so that we arc at a loss to say how nmch is contributed in any given year 
in this way. If, however, wc take the average pay of a Civilian at about Rs. 
1,500 a month, the -1 % deduction during 25 years of service would amount to about 
Rs. 18,000 which at 5 % compound interest would aggregate Rs. 60,000 or a net 
yield of Rs. 3,000 a year. This estimate substantially agrees with the one set 
by the late.st Public Services Commisdon to- have been made in India as well as in • 
England. 

. Wc may notice here ill passing the recommendations of the .Public Service 
Commission, 1916, though it must be added that these recommendations have not 
yet fully materialised. With certain .specified c.xccptions the Commission rccoin- 
lue'ud :■ — 

“ All officers should be under tlie same Pension llulcs. All should serve normally for 
- 30 years but those recruited after the ago of 3G — in the 8crvice.s noted should be granted 
tlie concession indicated, (allowed to count not more than 5 years for Pension, if they are 
over 25 years of age at the time of joining) and all should be able to retire optionally on 
a reduced Pension aftei* 25 years’ service Maximum limits of Pensions should bo 


* Medical lletlring Fund taken over 5809-70 amounted to Its. 1.11 crores ; the convenanted Civil Ser- 
vice Annuity Fund, taken over in 1874 amounted to Its. 3.05 crores ; the Family Pension Fund amounted to 
Itb. a. 08 crores taken over between 1882-85. Tlie Funds were closed to now interest lii 1881. “ The Annuity 
of £1 000 given to the Civil Servant on retirement was oiiglnnlly contributed to the extent of one lialt from 
the Fund, to which all tliose in tlie Service subscribed from tliclr salaries, (loverumont contributing the otlier 
moiety. In 1862 Government agieed to raise tlieir position to £600 and in 1871 the Secretary ol State per- 
mltteti all those wlio liad rendered tiic requisito service and rcsideneo to retire on a ilxed' pension of £1 000 
a year even tliougli tiieir subscriptions miglit not lia\e been sunhieiit to pureh.ise an aunuitv oi £ 400, ” 
(Foot Xote p. 05 Wclby CoimuioSiou Majoiity Kepoit. ”) 



increased, aud special additional i)onsioii of the amount stated slionld be drawn by tlii 
office noted. A scheme for a general V’emily Pension Fund, or for sojnaralc Innds for 
different classes of OfficcJ's, sliould bo worked out on a self hUjtporling basis. ’ 

C 

( I’aras 87 to iff* of tlio Jlajoiity Keporl ). 

In critising the Peiisioii Sclicme lor ilio retiring Ptiblie Serviints of tbo Goverji- 
ment of India no one can take an exception to the clnt\' of tlie State to make an 
adequate provision for the retirement of its .servants. Mot to make sncli allowance 
would induce many a public servant to continue in service beyond tlie period 
when he can be expected at all to render useful service. Ilesidcs, the continua- 
tion in service of super-annuated oflicers would inevitably Iciid to a most danger- 
ous inefficiency by promotion being blocked to tlie more deserving of the young- 
er members of the Service. Assuming, then, the nece.ssitv of such a provision 
the next question is wliat is an adtupialo provision for tlie purpose. The retired 
servant should be guaranteed a reasonable .scale of comfort, not, indeed, according 
to the official scale of living while in Government Service and bolding high public 
office, ‘but in accordance with the prevailing standard of life in tlie class from which 
the public servant is drawn. This being conceded, tlie next que-stion wou]d be 
whether or not public servants, should be expected to make any contribution to 
their Pensions. The original Punds being abolished, the i\lajority of the Public 
Service Commission (1916) recommended the abolition of the 1% contribution 
which still prevails in the Civil Service. But the plea that it is the only branch of 
the Public Service expected to make any contribution, and that consequently as a 
matter of justice they sliould be exempted from making the contribution, does not 
appear to be very strong. If the Civil Service is the only body of Public Servants 
making contributions to their Pensions, they arc also the only body for whom the 
highest appointments and otlier .special advantages have been reserved. Besides, 
the public contribution towards their pension is also the largest as compared to 
any other department of Public Service. The State has given them .specially ad- 
vantageous terms by way of Exchange Compensation Allowance, and has assumed 
a much larger share of the contribuiion than was originallj* intended.* Moreover - 
the Family Pen.sions granted to the widows and orphans of deceased Civil Servants 
is also a special concession. Finally, the scale of Indian Civil Service salaries 
is so higli, the possibilities of rising to the highest offices are so great, aud the 
consequent clianccs of a greater saving .so evident that it does not at all seem a 
hardsliip to expect this specially favoured body of servants to contribute a 
moiety of their pension tlieiiisclves. And, if all these arguments are insufficient 
to permit a continuation of the present -1% contribution, we would much rather 
sec a similar contribution, levied on the public servants in other branches as well 
than abolish the Civilians contribution. Just as recommeudatiou is made that' 
the Family Pension of the public servants should be organised on a self supporting ‘ 


* Oii£;in'’lly 
u^atlv £7ju. 


, tli<' Oovormueut. foutribulion vas rspocloQ to atuouat. to £500 to ODO. 
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bfisi.s in all departments, .so too .•should the J'cnsioii Charge be mede at least partly 
.self-.supporting. 


Bc/oJ'c closing this subject it may be •jroinled out that under the present 
rule.s the net total service required for qualif 3 'ing for a maximum Pension is only 
about 2J years : and taking into consideration the average age at which the Public 
Servant joins tlie Service, it leaves a very considerable space of time for him to 
enjoy his Pension, at the same time turning his superabandant energy to account 
in other directions. 


As regards the leave rules permitting absence from duties during active 
service without going into the details of the regulations, we ma}^ observe that 
there are two kinds of leave : — Short leave called privilege leave, during 
which the officer may be absent from duties on full pay for 1/llth of the 
period he has actually served, subject to the maximum of 3 months at a 
time being allowed, or a similar leave on full pay granted with a view to 
enable the officer to appear for an examination : and the Long Leave granted 
on reduced pay and called leave on Furlough or for reasons of health. 
The rules as to the maximum in the latter ca.se differ according as the leave is en- 
joyed in India or outside India. While in Sliort-Leave no specially favourable 
rates of Exchange are allowed, in the case of Long Leave, since 1894, the Govern- 
ment has allowed a Rate of Exchange at the rate of Is 6d per rupee, or a 
bonus of 12 % on the salary. The general principle.s on which the Leave Regula- 
tions of the Government of India have been framed proceeds on the assumption 
that service in the tropics is specially arduous to Eirropean Officers, and that they 
will not be able to maintain their usual .standard of efficienc}’’ if frequent opportu- 
nities were not provided to enable them periodically to recruit their health in the 
more bracing climate of England. Officers are. under this belief, deliberately 
encouraged to take leave as frequentW as the}’’ can, particularly the European 
Officers ; with the result that the Non-efEective Charges .of the Civil Administration 
are very con.siderably enhanced. For an officer on leave there must be an 
mfficer in active duty wdio is given acting allowance which ranges up to £ 800 per 


♦ The recommendation made above of levying .a contribution from Public Servants to provide for their 
Pension on retirement docs noticonflict with the previous recommendations of a reduction of salaries all round. 
The salaries are already so high in comparision to the qualification required or duty exacted that the double 
reduction will not be impossible to support. The same spirit of Economy has dictated the double suggestion. 
Besides, if carried out the suggestions will render the disparity between the official splendour and the 
obscurity of a retired life less prominent and offensive. 

We have discussed in the Part of this work dealing with public Revenue the question of an Insurance 
scheme operated collectively by the State. If we regard Pensions as a sort of Insurance Provision for old ago 
or for the family, the suggestion to make a distinct contribution from the public servants and from ti.e citi- 
zens would mean not only a handsome revenue for the State ; but would also roiL«e interest in a department 
of administration which is at present almost xmheeded. 


t . The tollowlng are the Superannuation Funds which still continue yield. 

Subscription to the Military, Military Oiphans, and the Medical Fund . . . . Rs. 

Subscription to the Civil Funds 

Subscription under the I.C.S. Family Pensions Regulations .. .. .. .. ,, 

Family subscriptions of Native Member . . . . . . „ 

Contributions tor Pensions, Gratuities .. .. .. .. .. .. .. >• 

Other receipts . . . . . . , . . . „ 

Total Receipts in India , . . . . . . . . . . . . . . . . . ,. 

j> j, in England . , . , , , , , £ 

GRAND TOTAL „ 


66,300 

• 50,000 

10 - 38,000 

12 89 
•17 
24-62 
49,071 
213,235 



annum, or even £1,000 per annum in tlie case of Indian Civil Servants or 
Military Officers in Civil Employ. There is, tlicrefore, no saving to the 
Government by these rules relating to Lca%’-o and Furlough. Tii fact, there is 
a decided loss, as the Government has to jjrovide a Keserve of 40 % to meet 
the extra pressure of work caused by officers on Leave. For every five officers 
which need be employed, the Government of India lias, under these regulations 
to employ seven, the charges of iLe two extra being entirely or in a large 

degree waste. 


t 


* Ab .n other branches the Public Services Commission' has made very liberal recommendations for 
increased facilities of longer leave on higher pay, retaining the distinction and differentiations between offi- 
cers recruited under the European Rules and allowed longer leave on Iiigher pay, and officers Under Indian 
Service Rules allowed shorter— leave on a relatively smaller pay. See para 77-83 of the Maiorltv Report. 
The only recommendation of the Majority which we can acepet is that relating to increased facilities 'for study 
Leave- (Para . 84-86). 



Public Expenditure on Aloral and Alaterial Development. 


XX 1 1. CHARACTER OF SUCH EXPENDITURE. 

Our tliircl group of Public Expenditure includes all outlay on projects of tlie 
Aloral and Afaterial Development of the Community. Considered from the popu-. 
nr stand-point, this is the most important branch of Public Expenditiu’e. The 
liealth, comfort, and general n'cll-being of any comraumty depends on the amount 
of the wealth of its individual members, which is the ultimate condition of Public 
Expenditure of every kind. And, it maj’ be safely assumed, no one could object 
to the steadv growth of Public E.xpenditure in this direction. If judicially made 
it is bound, even from the narrowest commercial standard, to repay itself. The 
modern social philosophy, regards society as a conscious, intelligent organism capa- 
ble of shaping ils own environment, of directing its own growth. The conscious 
desire of this intelligent organism impels it constantly to seek higher form of self- 
expression or development, resulting in 'an ever widening sphere of state acti- 
vity and Public Expenditure. Isolated, unconcerted action of individuals would be 
insufficient to overcome the accumulated force of tradition, prejudice, supersti- 
tion, or ignorance, which always muster strong against every project of Social 
Reform. Instinct seems to abhor innovation ; educatioji demands it. To work 
without a well conceived plan would, under the circumstances, render individual 
action liable to the most .serious disappointment— and defeat. Individual 
charity, to give an example, is more often jnisdii'ected than really beneficial. 
Exertions for public benefit are often frustrated by the sheer force of the “Vis 
Inertia”; but more frequently it is the selfish opposition of vested interests 
wliich makes shipwreck of tlic best-planned and stoutest schemes of Social Re- 
form. The opposition of the Sacerdotal interest to educational reform, of the- 
Landed interest to housing or agrarian reform, of the Brewers to the Temimrance 
Reform are all recent instancc-s, too common in every country to be unintelligible 
after a bare mention. 

Whatever may be the opposing force — ^ignorance or superstition, jirejudice 
or tradition, “Vis Inertia ” or vested interests — it is- clear that no project of 
Social Reform can be realised without an organised effort on the part of Society 
collectively. The changes may come piecemeal, but the series when completed, 
must fit into a consistent programme, AVe need not recapitulate in this place the 
arguments Avhich has led the best contemporarj' opinion to regard the State as the, 
fitte.st engine for securing these reforms, the only comj)etent and capable agency 
to investigate into and determine upon the conditions under which ite mtizens 
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shall live and ilirivc. The Slate must carefully seleet and iudicially apply tJie 
influences which shape society. It may, indeed, h'e said tliat in a sense all public 
expenditure by the State is incuiTcd to gain this supreme end Social welfare of 
the community Avithin the jurisdielion of a given .state. There is, however, a 
fundamental difference betweeji expenditm’c on Defence or Departmental Ad- 
ministration and Expenditure for Development purposes. The first of these i.s 
addressed to the evil tendencies of men, exhibiting themselves on an exaggerated 
scale when manifested under a system of aggressive apprehensions of Militarist 
States. The efficiency of tliis expenditure consists in repressing or extinguishing 
the unsocial and inhuman instinct, so that ultimately there may be no justifica- 
tion for such a wasteful exjienditurc at all. The second class of Public E.xpendi- 
ture is necessaiy to maintain the .structure of the State, its organisation, iU 
progress as achieved at a given moment. It is conservative, not creative, just 
as the first kind is protective if not destructive. But these two classes lack 
that conception of Imman nature, that desire to social improvement, that effoi t 
to advance, to imjirove, to perfect which is sucli a marked characteristic of this 
our third group of Public Expenditure. 

This group of Public Expenditure would be better considered if avc sub- 
divide it into two con-stituents : (A) E.xpenditure on moral development, and 
(B) that on material development. Under the former group (A) the most impor- 
tant single item is (a) Education, It was customary in the past to couple with 
educational expenditure the (b) charges connected with scientific departments, such 
as the department of surveys, archeology &c. They are now shown separately in 
the accoimts. In the same group may be included expenditure on (c) the Medical 
Establishment and (d) on sanitation. These items may at first sight seem to have 
a closer affinity with the subjects included in the Group (B) ; but we prefer to bring 
them under A inasmuchas we include in the former group all expenditure for the 
benefit of the indmdual citizen, clas.sing under the latter all expenditure for the de- 
velopment of the material resources of the country as such, (e) Ecclesia.stical 
expenditure Avould, of course, fall within this group ; but (g) the expenditure on 
Printing and Stationery juay require some explanation for .such a classification. 
The object of Public Printing and State publications is not really the convenience 
of the Official world. It has the much higher object of educating the people, or 
supplying information which none but the powers and resources of government 
can collect and disseminate. It is for this reason that the Government of the 
United States issues its numerous publications free of cost — not only to its own 
officials and citizens but to any one native or foreign requesting such books 
or publications. 

The group (B) is more interesting , more extensiA'e, more complex. Though 
most of the items enumerated under group (A) do bring in some revenue to the 
State, they are primarily and preponderantly items of Expenditme. The majori- 
ty «f the items under group (B), however, are more truly sources of revenue than 



127 

cliaunels of Expenditure, and this character they bear out as much from the 
direct intentions of the State as from tlieh indirect results. Thus tlie charges 
under (a) Railways and ( b) Irrigation Works arc, though very considerable, 
dwarfed by the Income derived from those departments by the State. hatever 
their history, it may safely be said that since the commencement of the century, 
these branches have brought more revenue to the State than occasioned expendi- 
ture, if wo exclude Capital Expenditure in that connection incurred by the Govern- 
ment of India. A fuller treatment of these items, therefore, cannot be attempted 
until we have considered the principles that should govern the State in reference 
to such resources of public revenues. This does not mean that we ignore or un- 
dervalue the importance of such expenditm’c. It only means that the double 
aspect of a great earning and spending de])aitmeut of the State, which, more- 
over, involve every year considerable outlay of a capital hind , cannot be attempt- 
ed piecemeal, ilny consideration of these items, if attempted in this chapter, 
is bound to be fragmentary and disjointed. Beyond, therefore, jnentioning the 
broad iJrinciples which should ffovern the expenditure on these items we shall 
in this chapter make no attempt to consider them, (c) Expenditure on Civil Build- 
ings, including the charges for the bnildiii" of the New Capital at Delhi, and that 
on (d) Posts and Telegraphs, though apparently similar to the two items men- 
tioned above, accordi-ng to official plassificatiou or English analoay. are in reality 
widely different in this country, and ought therefore to be separately considered 
in this section. The Civil Buildings do not, and the Post Office is not intended to, 
bring any considerable net revenue to the State, thougli the former prevent the 
charges under the heading Rent, and the latter serve a very useful object to the 
Government as well as to the community. The Receipts under these headings may 
be considered along with the expenditure in the same section, (e) Expenditure 
on Famine Relief and (f) Agriculture are essentially similar and may be consi- 
dered together ; while (g) Mint Charges and those relating to (h) Ports and Pilo- 
tage being impossible to class together with any other group must be considered 
separatel3^ 


* The above arrangement omits altogether one very important item of public Lxpenditure -The 
Expenditure for Interest. As this is a very complex head, including interest on capit<y borrowed for produc* 
tive as well as uupjroductivc ends, each again being composed of a number of dissimilar objects, it would 
contribute to deame'^s ot (iiscnssion, as well as to its comjirehensiveness, if we postjione discussion to the 
chapter dealing iiith the Public Debt of India. We must of roiirse, , remember to malce due allowance lor 
interest charges when dealing pith such items as Militarj E.\pcndiluie; oi Exi'cnditure rin Knilpays aiHl 
Inigaiiou v.orhs. 
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XXIII.— ITEMS AND DETAILS OF EXPENDITURE. 

Tabic of Expenditure on items in Sub-Divivsion (A) 


Year. 

1 

Education. 

Scientific 

& other hicdical & 
Depts. Sanitation. 

Ecclesias- 

tical. 

Printing. 

Total 

1861-62 

. . £ 342,592 

£ ,. £ 

£ 

- • 

£ .. £ 

. 342,592 

1870-71 

.. ,,624,690 

„ . • • jj 

523,486 , 

, 153,554 „ 

, 200,867 „ 

1,502,589 

1880-81 

.. ,,998,468 

* * >5 

666,735 , 

, 158,638 „ 

485,010 „ 

2,308,851 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1890-91 

.. 34,24,796 

5,87,438 

8,84,684 

3,61,596 

6,02,885 

36,61,399 


£ 

£ 

£ 

£ 

£ 

£ 

1899-00 

.. 1,086,339 

381,017 

944,011 

3 14,064 

512,554 

3,037,764 

1900-01 

.. 3,093,122 

466,593 

941,103 

116,351 

509,291 

3,124,460 

1901-02 

. . 1,132,334 

503,152 

864,085 

112,776 

544,036 

3,156,383 

1902-03 

. . 1,297,664 

508,419 

960,539 

.111,023 

570,738 

3, -438, 383 

1903-01 

. . 1,367,522 

549,994 

948,296 

133,741 

549,664 

3,529,237 

1904-05 

. . 1,479,642 

537,200 

996,840 

321,039 

574,943 

3,709,664 

1905-06 

. . 1,638,108 

658,692 

1,056,508 

323,371 

557,513 

3,032,192 

1906-07 

.. 1,819,163 

729,872 

1,324,656 

125,996 

654,306 

4,443,002 

1907-08 

. . 1,489,092 

469,913 

856,603 

323,546 

736,584 

3,674,738 

1908-09 

. . 1,682,335 

489,431 

1,017,712 

120,082 

,786,728 

4,096,288 

3909-10 

. . 3,704,872 

457,873 

967,833 

124,043 

724,722 

•3,979,343 

3930-11 

.. 3,846,243 

487,932 

982,922 

124,678 

714,169 

,4,155,344 

1931-12 

. . 2,021,189 

519,305 

1,155,490 

124,488 

669,691 

4,490,083 

1912-13 

. . 2,610,132 

504,819 

1,327,218 

326.003 

679,542 

5,047,714 

1913-14 

. . 3,176,809 

473,288 

1,337,935. 

127,712 

729,756 

5,845,500 

' 1914-15 

. . 3,308,814 

465,490 

1,514,235 

127,219 

732,266 

'6,-,H8;024 

1916-16 

.. 3,111,127 

432,058 

873,750 

131,046 

. 741,044 

5,279,025 

1916-17 

.. 3,332,948 

439,180 

865,766 

128,537 

807,038 

5,373,469 

1917-18 

. . 3,394,674 

512,700 

962,796 

132,670 

952,205 

5,955,039 

1918-19 

. . 3,973,200 

671,600 

1,185,600 

339,900 

1,082,600 

6,942,900 

3919-20 

.. 4,884,900 

655,700 

1,338,100 

146,400 

984,900 

8,010,000 


GROUP A. 

XXIV.— STATIONERY AND PRINTINOi 

Taking the unimportant items in this group first ; (a) Printing and Stationery 
Expenditure, as akeadj^ remarked, is under taken not so much for the covenience 


* Ihc ligures m all the years except the last two are for the final accounts as shown in the Finance and 
Itpvsnne Accounts of the Government of India. In the last two. years’ the figures represent the-Eovised 
list.iinates . (1918-10) and the Budget estimates (1019-20) respectivelj^ 

’* "•J* ifnm nf r»>flitPnfinT» ivnc in +.}io nnrlinr nw» 4 - 



rupee figures into sterling for the period between 1899 and 1917 is relatively at a fixed rate- The figures tor 
the year 1890-01 aie given without conversion in tens of-nipees or Ex. as expressed In the statements of 
those years. • . ... - - 



of tlie officers as for the instruction of tlie public in general. It is a great asset in 
favour of the present Indian Government, — though the officers responsible for it 
do not appear always to understand or appreciate it — that all its acts and deli- 
berations are, sooner or later, naked or dressed before the public. We cannot 
conceive of a democracy without its first requisite of publicity in Government. 
India is not a democracy. Its government does not w^elcome or desire a blaze of 
ceaseless publicitv. There is a* con.siderable amount of autocratic action — more 
tlian the outside critic gives credit for — secret planning, back stairs influence 
in the Councils of the Government of India. But still, compared to the Govern- 
ments of India that have gone before, we now enjoy a much greater publicity. It 
may spring from vanity. The various reports and documents may disclose a cer- 
tain tone of superior aloofness not consistent with the innate sympathy and 
clear understanding of the people’s problems by an indigenous national govern- 
ment. Sometimes its resolutions and ordinances adopt a style of impatient ad- 
vocac)’’, insistent repetition, ill-concealed aspersons, which may be undignified 
and unnecessary, making the reader recall the truth of the remark qui s’ excuse 
s’accuse. ” Butw hen all is said this publicity such as it is — is a great thing. It 
is an achievement for a government, wholly alien in persoimel and often unsym 
pathetic in character, boldly to disclose its doings and frankly to invite critcisma* 
It is an achievement when the entire information on questions of public interest 
in India is exclusively supplied by the Government and yet not even their bitter- 
est critics ever impeach the accuracy of the information. It is only to be wished 
that the present policy of charging a price would be dropped or so modified as to 
make the public information more easily accessible. The sub-joined table shows 
the total amount realised from the sale of Government publications; and it may be 
urged the Government of India, poor as it is, may well sacrifice this little income 
without much inconvenience. The charges, however, it must be admitted, are 
not excessively high. Following the English practice they are fixed so as just to 
cover the cost of publication. * 


• It must also be observed in passing, that the recent change in the size and get-up of the most impor- 
tant government publications from the usual folio blue-books to the new handy well bound books is the latest 
indication of the true view of public printing. The Montagu Chelmsford Report on the Constitutional changes 
-M well as the Report of the Industries commission w'ere published in this convenient hand-book form. And 
tbe tecomiaendatlon of the latter commission towards a better dlttnsion of commercial information emphasises 
the same tendency. 

On the other hand high Government oflicers incline to the view that in India the value of such information 
is not BO well understood as to render the danger of such books, if given freely, being used as w.aste papor 
insignificant. Tlie charge is a guarantee of use, though a hindrance to wide publicity. We would suggest that 
the charge be retained in so far as the information is demanded by foreigners, or even by those not primarily 
connected with the subject matter of the information required: but that it should be remitted in the case of 
, all applicants able to show a genuine interest in the subject Research students, public bodies, the periodical 
press, colleges, school and libraries will thus aSord a guarantee of use and surety of publicity without 
possibility of misuse. 

17 
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* Table* showing receipts 

and expenditure 

under tlie liead of stationery. 



Total Receipts 

Expenditure. 

Net charge. 

Year. 


£ 

£ 

£ ' 

1890-00 

. • * • 

55,659 

512 , 5.54 

456,995 

1900-01 

* » • • 

55,625 

509,291 

443,666 

1901-02 

• • • • 

62,913 

544,036 

481,123 

1902-03 

• • 

.59,692 

570,7.38 

529,016 

1903-04' 


713,.57 

549,664 

478:307 

1904-05 

• . • • 

71,778 

574,943 

503,165 

1905-06 

t • • • 

73,380 

557,513 

484,133 

1906-07 

• • • • 

78,531 

654,306 

575,775 

1907-08 

• » • • 

91,472 

735,.584 

644,112 

1908-09 

• • • • 

95,868 

786,728 

691,160 

1909-10 

« • • • 

95,324 

724,722 

629,398 

1900-11 

• • • • 

97,656 

714,169 

616,463 

1911-12 

• • * • 

96,891 

669,691 

572,800 

1912-13 

• • • • 

92,078 

679,542 

587,464 

1913-14 

• • ♦ • 

93,416 

729,756 

636,340 

1914-15 

« « • « 

97,591 

732,266 

634,672 


XXV. (b) MEDICAL AND SANITATION. 

The Welby Commission on Indian Expenditure disposed of this frreat liead of 
public expenditure in a single short paragraph, suggesting tliereby that the Go- 
vernment of India does not consider tliis liead very important. The practice of the 
Government of India in the last twenty years but too amply and painfully confirms 
this view. The cost of the Medical department, including sanitation, was esti- 
mated at £1,338,100 in the Budget of 1919-1920 and .50 years before it totalled 
£523,486. 


The Indian Government maintains a large staff of medical officers only for the 
benefit of its servants. These are paid fairly high salaries ; yet permission to 
continue private practice in important centres of population is too tempting 
not to be utilized even at the rish of great prejudice to their official duties. Many 
of the Officers are employed in sanitary duties, and not a few of them are in charge 
of important prisons. Their sanitary duties include the control of large sanitary 
areas, dealing with the sanitation of large towns, the preservation of water supply, 
and the prevention of epidemic disease. It is a strong instance of many anoma- 


* ‘ Tlie stationery lleceipts wore in 1914-15 derived .- 

lls. 

1. Sale of stationery . . 4,48.322 

2. Sale of Gazette (fee. . . . . 4,45,221 

3 . Other Iteceipts . . . . . . 5,70,3C3 


Total . . 14,03.909 


The charges were: — 

1 . Office charges 

2. Purchase of stationery . . 

3. Government Presses 

4. Other charges 

Total ' . . 

Charges in English . . . . £ 


Its. 

4 24,312 
45,83,197. 
53,84,180 
1,50,755 


92,82,874 

113,407 


. Totnl ■ 


1 t 


732,200 



lies in the organisation and working of the Government machine in India that^ 
until quite recently, the Medical department also supplied officers for the Mint. 
A very small proportion of the officers engaged in this branch of the public service 
is specially engaged in research, particularly on tropical disease, in bacteriological 
laboratories, Avhich have been established in India in the last fifteen years. 

This service dates from the time of the East India comjiany. It was organised 
in 1764 even before the Civil service ; and was divided into the 3 Presidency estab- 
lishments in 1766. ^'he division of the officers between Military and Civil branches, 
confirmed in 1788 and lasting ever since, is only for the purpose of convenience, 
the Indian Medical Officers in CHvil employ being considered as temporarily placed 
on civil duties. In 1898 all medical officers were given a military rank. Since 
1906 the names of all officers are borne on a single list, though on his entry into 
the service each officer is given the option to elect the province in which he would 
serve. The entrance to the service is by a competitive examination to which 
Indians have been admitted since 1853. But in the course of 57 yeai;s that follow- 
ed only 89 men of pure Indian extraction had entered the service before the end of 
1910. Even today, according to the latest figmes, not more than fivejper cent, are 
the ]iatives of the country in spite of the heavy demands of the war.'~ The compa 
rative weakness of the Indian element is due not to the unpopularity of the medi- 
cal service amongst the natives of India, but ratlier to the influences which have 
so far successfully maintained the practical monopoly of Englishmen in all the su- 
perior and most paying branches of public service In 1914 a Parlaimentary Paper 
was published containing the correspondence of the Government of India and the 
India office regarding an Independent Medical l^rofession in India, with a view 
if possible, to reduce the strength of the service. The Government of India declar- 
ed, and the Secretary 'of State agreed, that there was no room for the reduction in 
the strength of the existing service. But the latter suggested that the Indian 
^Medical Service men should be re.strioted as far as 2 >ossible to ililitary duties 
both with a view to economy and in order to increase the number of appointments 
held by Indians who were at that time debarred from holding any commissions 
in the Army. During the great war a .small number of Indians were temjjorarily. . 
appointed commissioned medical officers in the Army. The Secretary of State 
also pronmmeed against any increase in the civil posts. As regards an indepen- 
dent medical jjrofession Government were aware of the large and rapid grow’th in 
.the number of Indian Medical graduates. But they saw that these latter had 
much opposition to overcome from the practitioners of indigenous systems of medi- 
cine, wlio were of counse mure often qutiek.s than qualified jncdieal men even on 
their ovn lines. Jl is proposed to protect the Indian Medical graduates — the re 
presentatives of the European System of medicine and surgery by a system of 
.registration on the lines of the Bombay Eegistration Act (recently revised) The 
subject however is still under consideration. 


Out of 700 Ousts earning Us eOP p ni. iiiul oVci Indians licld 238 or 31 %• Out of 41 1 posts with 
Jio. f 00 or inoic Indians Iji'ld 30 of 11 % Out of 237 of I5«. 800 or.ruolb Indians held 0 or 4.% in 1013 


(Sue ruhliu service coiuuiiasiou report (lOlC) p.p. 24*20. 
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trite total strength of the Indian Medical service consists— according to the 
latest available figures — of 768 Medical men. The pay of those officers is regulat- 
ed according to the following table (Military employment) hi. B. when employed 
on the civil side the pay ranges from 2,250-2,500 for the Inspector-Greneral of 

Civil Hospitals (when a Lieut- 
ne^t enant-Colonel) to Rs. 750 for 
professional appointments in 
the Medical Colleges (when 
held by a Lieutenant). Offi- 
cers are allowed to retire on 
completing 37 years service? 
the amount of the pension 
varying with the precise number 
of years of service. For the 
lowest pensionable period of 
service (17 years) £300 per 
annum is allowed, whilst for 
the highest service of 30 years 
£700 per annum is allowed. The increase in the Pension is uniform for every year 
of service for the first eight years after 17 years’ service, and the rate is some 
what higher for the next five years making up the total of 30 years. All officers 
of the rank of Major and Lieutenant-colonel are put on the retired list on attaining 
the 55th birthday whilst the highest age-limit for active service is 62 years 


Unemploy- 

Grade 

Staff 

Offg. 

Perma- 

Rank. ed pay. 

pay. 

pay. 

charge. 

nent 

Lieutenant Es, 

Bs. 

Es. 

Es. 

charge. 

Bs. 

(per month) . . 420 

350 

150 

425 

500 

Captain . . 475 

400 

160 

476 

550 

„ after 

5 years service . . 475 

450 

150 

525 

600 

Captain after 

7 years service . , 

500 

150 

575 

650 

Captain after 

10 years servioe, . 

650 

150 

625 

700 

Major 

650 

150 

725 

800 

After 3 years 

service as major. . 

760 

150 

825 

900 

Lt. Colonel .. 

900 

350 

1,075 

1,250 

„ after 25 

years service . . . 

900 

400 

1,200 

1,300 

Lt. specially 

selected 

1,000 

400 

1,200 

1,400 


The Sanitary department, which has recently been proposed to be raised into 
a special department of Public Health, has a liistory not extending beyond 60 
years It was in the time of Sir J. Lawrence that the need of a wholsesale system 
of sanitary reform first began to attract attention owing to the unhealthy condi- 
tions of life in the barracks for the British soldiers The sanitation of the town has 
indeed materially developed during that period.* But the problem of rnral sanita- 
tion remains practically where it was half a century ago. After the days of Sir 
J. Lawrence no definite steps were taken by the Government until 1898 when a 
policy was forniulated-in a comprehensive Resolution. The outbreak of Bubonic 
Plague, which was just about that time raging all over India, must have contri- 
buted not a little to quickening the slow moving machine. The report of the 
Plague Commission compelled the Government of Lord Curzon to take up ener- 
getically this problem. They created a Sapitary Comniissionership to advise the 
Government of India on sanitary and Bacteriological points, to suggest to provin- 
cial Governments directions in which advance can be made, and to organise re- 
.search throughout India. But this arrangement was based on a .separation of re- 
search from clinical work which prevented men of talents from entering the new 
department ; wliile tJie office work so completely absorbed the time of the Sani- 
tary Commissioner that his salary was practically wasted as far as promotion of 

cculurv.*^^ s liuiia on the SnniUirj' conditions prevailing in Calcutta in the fltticsof the nineteenth 
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medical reaearcji was fconcerned. Tlie position was tlierefore modified. The 
Sanitary Commission is now the teclinical adviser of the Government of India in 
all matters of sanitation : but questions of' personnel and administration of bacte- 
riological department and Kesearch institutes were placed under the Director 
General, Indian Medical Service. Expenditure on sanitation was also consider- 
ably increased. Since 1908 Government were making an annual grant of 30 Lakhs 
a year for sanitary purposes, which was substantially increased in 1912 by the 
changes made in that year. Grants are also made annuall}’^ to local bodies and 
provincial. Governments to promote sanitation in their jurisdiction. 

In spite of this improved organisation and increased expenditure the progress 
of sanitation is still in its infancy 


“ The reason lies in the apathy of the people and the tenacity with which they cling 
to domestic customs injurious to health. Great improvements have been efifected in many 
places but the village house is still often ill-ventilated and over populated. The village site 
is dirt 3 ', crowded with cattle, choked with rank vegetation and poisoned by stagnant 
pools; and the village tanks polluted and used indiscriminatety for bathing, cooking and 
drinking.” * 


Much of this is no doubt due to the ignorance of the people but by far the great 
est portion is the result of their appalling poverty. The problem of Nullage sani- 
tation — it is hopeless to expect the village authorities to solve by themselves, in 
spite of all the resolutions and injunctions' of the Government of India. For a 
generation to come — until, that is, we have completed an agrarian revolution— the 
State in India must bear the brunt of the burden in this department. And the 
burden will be heav}' in proportion as our .sanitary ideals advance, and to the ex- 
tent that the people benefitted arc unable to contribute substantially. So far the 
Government of India have relied on private assistance to promote the cause of 
sanitation. But, though in the pandemic attack of influenza in 1918-19 this 
private non=ofiicial agney worked wonders in combating the disease in such centres 
as Bombay, we can hardly say that, considering India as a whole, private agenc}’’ 
could be relied on to do this umrk satisfactorily Just as the Government of 
India keeps under its own uthorit}- all cjuestions of research, so too must they bear 
all burdens at least so far as rural sanitation is concerned f 


In the matter of financing sani tary Expenditure we must mention the of 
repeated proposals of the late Mr. Gokhale, which once he recommended to the 
Government in a formal resolution (1910) He was in favour of applying all sur 


Resolution, Government of India May, 23rd 1914. (Gazette Of India May 26tli 1914). 

The following figures show India in a most unfavourable light in matters of sanitation. 

Birth Rate per 1.000 (1902-11). Death Rato per 1,000 Deaths of children under 1 5 'ear 

„ „ (1902-11) per 1,000. 

48. 7 81.41 


Russia 

India .. 38.58 

Germany 32.31 

Japan .. 32.89 

England and waics .. 26.8 

New Zealand .. 26.79 

Australia . . 26.52 

Scotland . ..27.99 


84.2 

J8.39 

20.86 

15.15 

9.16 

11.11 

16.33 


300 (averg). 
186.4 
159. 8 
127.3 

64.5 

87.5 
116.1 


When out of every three children bom one is fated to die with in a year the situation can scarcely bn 
failed encouraging. Wc, liavc the largest rate of lufant mortality and of general mortality (Sec tlin 
Population Problem in India, P. K. Watt.il). 
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jjlus revenues to tlie development of sanitation. As tliei'e vas no oilier way to 
induce the fTOvernnient, coimnitted to a disproportionatel}- and rajiidly increasing 
military and civil expenditure, and as there was no room for additional taxation, 
he thought it best to advocate the use of all windfalls in revenues towards this 
most laudable end. But apart from the special circumstances, which narrowly 
limited his proposal, we doubt if he would have supported a policy of financing 
sanitary expenditure from annual surpluses. The excess of revenue over expendi- 
ture, though it was fairly frequent between 1898 and ]9J4, could certainly not be 
depended upon for financing a heavy, regular rccurilng, and indispensable expen- 
diture. On his own authority it is an indication of defective finance when the 
estimates of revenue substantially fall below the actuals. It would be a point of 
honour with a good financier to make his estimates tally as closely as possible with 
his actuals. We .should, therefore, have a very small, uncertain, varying sum if 
Ave depended only on the annual budget surplus for sanitary ]>rojects. 


Tlie Cliief problems of sanitation in India centre round the supply of house 
room in large cities and recreation spece, water, drainage, and the regulation of 
pilgrim traffic. Housing refoim is only just begining to attract aileution, and 
sought to be remedied by such palliatives as the Bombay Bent Act, The 
Bombay Development scheme is more ambiteous and consequently more liable 
to criticism The ivatcr supply and drainage schemes are now carried on 
similtaneoirsly and it has been o.stimated t])at in the bust 20 years tlie total 
sums .spent on these amount, to ■IJ crores, while the works under construction or 


sanctioned are estimated to co.st another 3 crores. The cpiestion of the Pilgrim 
Traffic is the most difficult as the religious feeling.s of the people are involved; 


and yet it cannot be left alone as it. is through’ tlie pilgrims that the 
di.seases spread in the country mo.st rapidly. The subject was under in(| 


infectious 
uirv at the 


time the War broke out and was kept." into 'abeyance iiending tJie rrreat .stru<«de. 
But we may be sure one of the, first tasks of the government with tlie return 
of peace Avill be to tackle this c[uestion. 


* Sanitation or Public Ucaltli, made oyer to tlio Local Govcniincnt,"will not improve materially in tbp 
Jiresent state of Local Pinancc. The Development Sclierac for flic city of Bombay (1920) clearly indicated 
the necessity of special taxation, 'Tlic problcui of fiuaueiug rural os well as Virhaa sauitatiou will he the great* 
cEt test of Indiaa Btlitcsmanship. 


The following table gives an analysis of Medical and sanitary Expenditure and receipts- 
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XXVI. (c) ECCLESIASTICAL. 


India spends every year nearly £12.5,000 on ecclesiaiastical affairs, tliough in 
the ordinary acceptance of the term, she has no Established Church. The follow- 
ing table gives an analysis of the expenditure on this head. 


Y ear. 

Anglican. vScottish. Roman Cemetry. Total 

Catholic. Expenditure. 

Bs. R.S. Rs. . Rs. £ 

1907-08 

. . 16,36,115 

1,00,123 

49,289 

36,072 

123,.546 

1908-09 

. . 15,60,953 

1,04,029 

56,257 

68,908 

120,082 

1909-10 

. . 15,97,767 

1,23,202 

61,486 

70,857 

124,043 

1910-11 

. . 16,30,320 

1,22,000 

48,375 

64,465 

i24,678 

1911-12 

. . 16,22,160 

1,20,647 

52,407 

67,533 

124,488 

1912-13 

. . 16,27,866 

1,21,915 

65,535 

70,656 

126,003 

191.3-14 

. . 16,68,224 

1,11,372 

64,798 

69,783 

127,712 

1914-15 

. . 16,54,343 

1.23,864 

51,204 

67,677 

127,219 


This ecclesiastical department is maintainedb y the Government of India to 
secure religious ministrations, primarily for the European troops in India, inci- 
dentally also for the European public ' servants and their families. Out of the 
eleven Bishoprics of the Anglican Church three are fully recognised and paid by the 
Government of India, four more are recognised but paid only as senior chaplains, 
and the remaining four are recognised and paid out of the funds of the eccesistical 
department. The total Christian population of British India, according to the 

last census was 2,492,284 souls. It is one of the ironies of public administration 

\ 

that wliile the Government adopts an attitude of the most stringent neutrality 
with regard to the religions of the people of India, it spends almost 1- per head 
of Christian population for religious service. The only criticism one need pass 
on this item is that the tendency of the modern state is justly towards a complete 
secularisation ; tliat in countries like India, an official religion is impossible to es- 
tablish Avithout the gravest injustice to the rest of the population ; that the Chris- 
tian religion can by no standard of fairness be made the Established Religion of 
India ; that the Government is prudent enough in keeping these estimates outside 
the scope of Budget discussion allowed to the Legislative Council ; and that it is 
high time the State in India severed all official connection with the Church, and 
discontinued its present religious expenditure. The sum is small, but not too small 
to be useful in other more m-gent^and fruitful directions. 

XXVII. EXPENDITURE ON EDUCATION, SCIENTIFIC 
AND MINOR DEPARTMENTS 

“ Education in India, ” says Howell, “ Under the British Government was 
first ignored, then violently and successfully opposed then conducted on a system 
now universally admitted to be erroneous, and finally placed on its present fooling,” 



137 


in this attempt' at a critical historical study of Indian Finances we are 
not at liberty to trace, however briefly, the educational organisation 
of India in the Pre-British Era. For obvious reason, the East Ind'a 
Companj’’ ignored altogether the ruler’s primary duty to educate the subject 
races. .In 1814 : for the first time, the Court of Directors annoimced the 
grant of Rs. 1,00,000 for purposes which we should now characterise as education - 
al ; ' and on this meagre provision the education of over two hundred million souls 
was to be attempted in the next forty years. A definite policy was formulated 
in 1854 by Sir Charles Wood. Education of the people of India was, if not a pri- 
mary duty of an enlightened State, at least to be extended and s 5 ’-stematised through 
the Agency of the State. A Department of Public Instruction was to be instituted 
in all the important Provinces, Universities foimded in the Presidency Towns ; 
Training Schools established. Government Colleges and Schools maintained and 
their number increased whenever necessai'v. Extension of education in all its forms 
was to be encouraged by a well-defined system of Grant-in- Aid. Pursuant to the 
Dispatch, Universities were established in the three Presidency Towns in 1857 , 
in the Punjab in 1882 , and at Allahabad in 1887 . It was hoped that by taking 
care of the higher education, the lower classes would automatically receive atten- 
tion, by means of the “ Filtering through ” of tiie education imparted in the 
superior classes. Eft'orts were consequently concentrated on the development 
of University and Secondary Education leaving the primary education 
relatively neglected. 

The system of education, as established by the Dispatch of 1854 , remained iii 
operation for nearly a generation. In 1882 , Lord Eipon’s Government* appointed 
a commission to enquire into the state of education throughtout the country, 
practically in reference to the policy laid down in 1854. They found that in 1882 , 
there were roughly speaking 85,000 primary schools giving instructions to about 
2 , 150,000 pupils, Avhile unrecognised schools provided instruction for another 
350 , 000 . Compared to the population of India at the time, this figure works 
out at 1.2 per cent of the total population. The Coimnission recognised this de- 
fect in the system of India’s education and recommended the extension and im- 
provement of the primary education. From this time onward, we may mark a 
cliange of opinion and policy in regard to public instruction. Primary education 
begins to receive greater attention, than hitherto. As regards secondary education, 
the result of the Commission’s report was a withdrawal of Government control on 
private instructionjand a permission to the latter to lower their fees. These recom- 
mendations have been characterised as ‘*a charter ,of indefficiency” by the critics 
of the commission. From 1882 to 1902 , the period is described as an indiscrimi- 
nate stampede for education regardless of the results. In 1901 , Lord Curzon 
called a Conference to consider the constitutional changes in the Indian Universi- 
ties. The Indian Universities Commission n^as appointed in the following year, 

* See the Speech of Mr* Gokhale on the Elenientary^Uducation Bill, Imperial Legislative Council, 18th 
March 1910* The speech is a mine of facts regarding education in India* 

!$■ 




and its report was made the basis of the new act of 1904, which now governs the 
Indian Universities. It was violently opposed by the Indian Public opinion, 
alarmed at the excessive centralisation, officialisation of the senates, and costli- 
ness of higher educational machine^ 3 ^* Another result of Lord Curzon’s educa- 
tional activity was the appointment of an expert travelling Committee to advise 
on Technical education. At the same time renewed and increased attention was 
paid to the question of mass education. Finally, when a separate Department of 
Government of India ivas established to look after Education and Sanitation in 
1910, Education came to receive its due recognition in the Government of India. 

Confining ourselves for the moment to the Finance of education in India, 
we must notice first, that the despatch of 1854 did not prescribe any definite finan- 
cial policy. It was left as a general charge on the aggregate finances of the Coun- 
tr 3 ^ But a definite policy, making education charges a special burden to be .spe- 
cially provided for was first formulated in 1859. It imposed local cesses, being a 
fixed per centage of Land Eevenue for purposes of Primary Education. Local 
Cess Acts were passed in Madras (1866). Bombay (1859) United Provinces and the 
Punjab (1871), Bombay making the cess compulsory, Madras and Bengal allow 
it to remain semi-voluntary. The total expenditure of 76 lacs of rupees in 1866- 
1867 (1 1 months) was met as follows; Imperial Funds 48 lacs; Education Cess 
Committee receipts, ccss proceeds, fees &c. 23 lacs ; and the rest from private con- 
tributions. In 1871-2 under the new system of financial decentralisation, Edu- 
cational Expenditure was placed under the Local Govenmients, who were to meet 
the charges under all the heads surrendered to them from a lump sum allotted to 
them. Following the report of the Educational Committee in 1882, and in accord- 
ance with ‘Lord Ripon’s general scheme of developing Local Self Government, 
Primary Schools were made over to Local Boards, with power to levy Local 
Cesses support the Schools. Though the Local Revenues have never been very 
elastic, they have been contributing a steadily increasing proportion of the total 
expenditure. The policy then inaugurated continues in all essential particulars 
still ; so that at the preseiit time the cost of education in India is shared almost 
equally between the public and private funds. The former includes Provincial 
.evenues, consisting of special Imperial Grants earmarked to special purposes 
and the proceeds of the Provincial sources of revenues, together with Municipal 
and District Boards Revenues consisting chiefly of the Cess Proceeds. As this 
last item is usually insufficient Provincial Governments make “Equilibrium 
Grants ” for the general purposes of equalising income and expenditm'e, and spe- 
cial grants to promote specific objects like Education and Sanitation. Thanks 
to these arrangements, the progress of Education in India has been found to be 
though slow reasonably steady. The following table shews that progi-ess at 
different dates. 


* For Anglo-Indian OpJaion cp. Fraser, « India under Curzon and after. ” 



Growth of Expenditure 


Year. 

Rb. Govt. 

Eb. 

Total, 

1886-87 

1,34,81,812 

2,52 

,42,414 

1891-92 

1,55,18.184 

3,05 

,79,632 

1896-97 

1,57,66,650 

3,52 

,44,900 

1901-02 

1,77,03,968 

4,01 

,21,462 

1905-06 

2,96,34,574 

5,59, 

,03.673 

1911-12 

4,05,23,072 

7,25 

,92,605 

1916-16 

6,21,68,904 

11,06 

,29,249 

1916-17 

6,14,80,471 

11,28 

,83,068 

1917-18 

6,48,01,690 

11,82 

,09,137 

1918-19 

7,19,26,292 

12,98 

,63,073 


Growth of 

Pupils. 


Years. 

Males. 

Pemales. 

Total. 

1886-87 

3,115,808 

277,736 

3.393,544 

1891-92 

3,517,778 

339,043 

3,856,821 

1896-97 

3,954,712 

402,156 

4,356,870 

1901-02 

4,077,430 

444,470 

4,521,900 

1906-07 

4,743,604 

645,028 

6,388 632 

1911-12 

5,828,182 

952,539 

6,780,721 

1915-16 

6,431,216 1, 

186,261 

7,617,496 

at the latest 

date under review. 



Those figures shew ^ that in 
1915-16 of the total male popu- 
lation 5 % and total female 
population 1 % and of the 
total general population 3 % 
were at school. Taking Mr. 
Gokhale’s basis of 15 % as the 
proportion that ought to be at 
School, only one out of every 
tluee boys, one out of every 
fifteen girls, and one out of 
every five of the general popu- 
lation, which ought to have 
been at School, were at School, 



The following fable gives an analysis of the expenditure on Education and the receipts of the Government under Education : 

(in lacs of rupees). 
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The follomng table gives an analysis of the exp cnditure on Education and 
the receipts of the Government under Education ; (under lacs of rupees). 


Year. 

Total 'Education. 

Total Education. 


Charges. 

Receipts. 


£ 

£ 

1899-00. 

. . 1,085,119 

158^336 

1900-01. 

. . 1,091,122 

162,470 

1901-02. 

. . 1,132,334 

173,335 According to the detailed figures 

1902-03. 

. . 1,297,664 

182,245 of 1914-15 out of a total charge of 

1903-04. 

. . 1,369,522 

186,236 Bs. 500 lacs. (1) Direction & Inspec- 

1904-05. 

. . 1,479,642 

194,.381 tion cost Rs. 55.50 lakhs, or 11%* 

1905-06 . 

. . 1,638,108 

211,971 (2) University and Colleges cost 

1906-07. 

.. 1,319,163 

223,582 Rs. 52.0 lakhs or 10 %. (3) Schools 

1907-08. 

. . 1,489,092 

145,285 cost Rs. 179.23 lakhs or 36 % 

1908-09. 

.. 1,682,335 

. . 1,704,872 

158,110 (4) Grants cost Rs. 171 lakhs or 34 %• 

1909-10. 

165,875 

1910-11. 

. . 1,846,243 

183,636 

1911-12. 

. . 2,021,189 

205,610 

1912-13. 

. . '2,610,132 

226,126 

1913-14. 

. . 3,174,809 

247,905 Out of a total outlay, direct and 

1914-15. 

. . 3,308,814 

266,250 indirect, of Rs. 12,98,63,073 in 

1915-16. 

.. 3,111,127 

295,036 1918-19, Direction and Inspection 

1916-17. 

.. 3,132,948 

298,278 consumed Rs, 62'43 lakhs or 5 %. 

1917-18. 

. . 3,394,674 

320,133 Buildings and apparation Rs. 141*79 

1918-19. 

. . 6,123,275 

lakhs or 11%, Miscellaneous 107*86 

lakhs or 8% 

and Scholarships Rs. 

24 lakhs or 2%. The ’ higher education in 


University and College cost 158 '90 or 12% while Secondary schools accounted 
for 30% and Primary schools 27% and other schools for 6%, 


This table shews a more rapid growth on educational expenditure during 
the last ten years, before which it was more or less stationary. Healthy as this 
indication of a more vigorous policy in education matters seems to be, it must yet 
be noted that the distribution of educational expenditure leaves in the 
back ground the question of the primary education, the question of educating the 
masses of the people. No doubt, since 1910, considerable activity is shewn by Go- 
vernment in developing primary education and the statistics given above prove 
that the subject is receiving more and more attention. But much remains still to 
be done in this direction. The history of efforts for popular education is relatively 
speaking very recent. Government did, indeed, pay some attention, ever since 
the definite formulation of an educational policy from 1859, which was again modi- 
fied for the better in 1882 and 1902. But .the changes made at these three dates 
referred principally to higher or University' Education rather than the education 
of the masses. It was net till after the Constitutional Reforms' of 1909 that the late 



Mr. Gokhale first tried to draw public attention as well as that of the Government 
to the most important question of Primary Education. In March 1910 he moved 
the following resolution in the Imperial Council. 

i 

That this Council recommends that a begining should bo mndo in the direction of 
making Elementary education free and compulsory throughout the country, and that 
a mixed commission of officials and non-officials be appointed at an early date to 
frame definite proposals.” 

4 

That resolution served to arouse public discussion botli in the Council and 
outside; and, though that year it liad to be withdrawn, the very next year, in March 
1911, he introduced the celebrated Elementary Educational Bill. He shewed by 
comparative statistics that at least 15 % of the total population in any country 
would be of school going age, i.e. between the years of seven and twelve. This 
was a very moderate e.stimate. But the proportion in India was at the time 
of the Bill onlj’’ 1.9 %.* As regards expenditure he also showed that while tlie 
United States spent 16s. per head of population on primary education, Australia 
11s. 3d., England and Wales 10s., Scotland 9.s., Germany 6s lOd., ^Belgium 6.s. 4d., 
France 4s. lOd. India .spent barely Id.f To remedy these glaring defects in the 
Educational Policy of India, the Bill “ to make better provision for the exten- 
sion of elementary education ” was introduced. It was a cautions measure, and 
made compulsion only a permissive principle. (1) before the provisions of the 
Act could be applied in any local or municipal area, a certain proportion of boys 
or girls was to be akeady at school, the percentage was to be fixed by the rules 
made by the Governor-General in Council. (2) The lilunicipality or Local Board 
might, when this condition was fulfilled, apply the Act to the whole or any speci- 
fied part of the area within the local limits of its authority, but it was not incum- 
bent on the authority to apply it. (3) Even when the condition of School attend- 
ance was fulfilled and the Local authority Avas desirous of applying the Act, 
the consent of Local Government was necessary before this could be done. (4) 
AVhenever the provisions of the Act were in force it should be incumbent on the 
parent of every boy not under six and not over ten years of age, re&iding within 
that area, to cause him to attend a recognised school for elementary education 
on a number of days and for periods to be prescribed by the Department of Pub- 
lic Instruction. (5) Ample pro%dsions were made for exemption in individual 


* * According to the figures.giyen in the last quinquennial Report 
age of population enrolled in elementiiry schools was 2-38 as .against. 
19-87 in the U.S.A. 13-90 In Franco. 

16-62 in England. 13-07 in Japan*. 

16-30 in Germany 3-77 in Russia. 


on Education in India the 


percent 


The Indian figure would be slightly higher i.e. 2-68 per cent if we include pupils in the primary stages of 
instruction in the Secondary schools. If we consider the male population alone the fi^owS rise 


to 3.83 per cent. 


+ 

headv 


The average expenditure in 
But consider the following 


India has since Gokhalo’s time increased and is now 
comparisons : — 


nearly 


i Country 

U E. 
IJ.S.A. 
Franc? 


Population 


45.316.000 

91.972.000 

39.602.000 


Education Expenditure 


£ 

33,473,000 

125.000. 000 

33.000. 000 


Cost per head 


lor — 
27/— 
H-C/- 


6d. per 



cases, and the local government might further exempt particulai’ classes oi* com- 
munities from the operation of the Act. (6) No boy required to attend school 
should be charged any fee if his parents income did not exceed Rs. 10 a month, 
and other remissions of fees were allowed. (7) Wherever the Act had been made 
applicable to boys, it might also be made applicable to girls. (8) School attend" 
ance connnittees were to be appointed whose duty it should be to complain, 
after warning, against parents of defaulting boys before a Magistrate. The Magis- 
trate was to enquire into the case and direct the parent to make the boy attend- 
If his directions were disobeyed, the parent was liable to a fine not exceeding Rs. 2 
for the first offence and Rs. 10 for repeated non-compliance. (9) The Municipality 
or District Board having jurisdiction over an area where the Act applied, was 
to provide such school accommodation as the department considered necessaty, 
and to this end it might, with the sanction of the local government, levy a special 
educational cess. (10) But the Local Government was also to share in the cost, 
the proportion to be met by local and provincial funds being prescribed by rules 
made by the Governor-General in Council. 

This cautious measure, hedged round with all sorts of safeguards against 
too rapid an extension of the mass education under the principle of gratuitous 
and compulsory instruction, and purely permissive in its general conception, 
as nevertheless stoutly resisted. ( 1) To the upholda’s of the British rule in India 
it seemed a perilous experiment which would shake the foundation of British 
Government in India, if once the masses of India should become literate and should 
fall under the malevolent influence of the Agitators.” Mr. Gokhale nright well 
reply to such critics that the stability of British rule in India rested more on the 
appreciation of its advantages than on the ignorant apprehensions of the illiterate 
masses. It is a cm-ious irony of fate which has in the past exposed the Indian 
Publicist to the charge of not being anxious to secm’e, by Lis agitation, any but the 
interests of his class; and }"et when the same publicist brings forth such measm’es 
as these he is accused of trying to imdermine the foundations of British rule in 
India. Great as the advantages of the British Government to India may have 
been it would be asking too great a price for its maintenance if 99 % of our po- 
pulation is to remain for ever illiterate (2) And as regards the objection to the 
principle of compulsion, such as it was, on the ground that the field for voluntary 
effort was not exhausted and that India was not yet a fit coimtry for such experi- 
ments, one need only say that Avithout its aid the solution of the educational pro- 
blem should be out of the cjjuestion. The social customs of the people, particularly 
depressed classes and the Avomen in general, make it inevitable to resort to 
compulsion in any scheme of universal education. Mr. Gokhale’s moderation Avas 
indisputable Avhen he suggested that the principle of compulsion should not be 
adopted all at once, but only Avhen and where a certain proportion of school-going 
population Av'as already at school, and Avhere therefore it may reasonably be 
expected that further progress of education Avould be very much hastened by 
the -adoption of compulsion. Besides, the poor Indian parents Avould have 
more than one temptation to keep their children from school as soon as there 
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would be tiie slightest chance of the children adding to the slender family budget 
bj^' their earnings. If this natural but at the same time injurious parental 
cupidity was to be prevented from defeating the fundamental aims of national 
development it would be essential to insist on compulsion. 

Objection of detail were urged against the Bill by the authorities who seem 
to specialise in the tactics of obstruction (a) The scarcity of efficient teachers as 
well as of good school buildings Avas considered to make it undesirable to extend 
the then prevailing system of primary education. Even granting the objection, 
the remedy is not to veto proposals for primary education, but to improve the 
quality of teachers, the character of buildings and apparatus. Besides, they 
misunderstood the object of the proposal who urged such objections. Primary 
education must be extended to banish illiteracj'^ from the land. The quality of 
instruction, alwa 3 ^s important, begins to attract attention only when the country 
has obtained the necessary minimum of literacy, (b) So, too, the objection on the 
score of finance. The Government of India was committed to a heavy, and sieadi- 
growing expenditure on such a department as the Army running into 30 crores 
a year or more. Mr. Gokhale’s Bill, if it had become law, would have involved 
an additional cost per annmn at the rate of Ils. 5 per each pupil, i.e. for 85 lacs 
pupils as estimated by the official Educational Commissioner of the Government 
of India a little over 4. crores of Eupees. This additional cost was, according to 
the suggestion of^he Bill, to be shared between the Government of India and the 
Local Bodies in proportion of 2 ; 1, so that the net addition to the Government 
of India’s Budget would be only Es. 3 crores. Besides the Bill also proAuded that 
the Avhole of the cost AA’^as not be met all at once, but progressively in ten years, 
so that the progressive addition to the expenditure Avould bo only 30 lacs, an amount 
easy to be covered by the normal increase of revenue, Avhich Avas calculated to be 
a little over a crore a year. None of the argmnents advanced against this Bill by 
the Obstructionist Avas so Aveak as • this plea of increased expenditure, Mr. 
Gokhale did not descend to the obvious retort of “ Tu Quoque ”. AAvare of 
the official opposition, he had from the beginning left no grounds for attack from 
this quarter. No additional burdens Avere comtemplated, but if any had been, 
it is noAv easy to prove, Avith the experience of the Avar finance before us, that the 
whole of the 4- crores could have been met easily in a single year by a simple addi- 
tion of 2 % to the Customs TariS, or an addition of 10 % to the Income-Tax. There 
was no question, if it had been so decided, of the Avillingness of the com- 
munity to bear additional taxation if it had been imposed for such an end. 

In justice to the Government, it must be admitted that not all the objections 
to the Bill Avere of official origin. The Mohamedans Avere afraid that the proAU- 
sions of such a Bill might Avork against the interest of their community, inas- 
much as Mussalman boys under state schools might be obliged to learn non- 
Mussalman languages, hir. Gokhle was aware of the sensitiveness of the 
Mohomedans in such matters^ and . he .therefore offered concessions Avhich 



Wpuld liave satisfied every reasonable Mobomedan. W e need bardly mention 
the other puerile objections against tlie Bill on the ground of insisting upon fees 
the last from people Avhose income exceeded Rs. 10 a month, or on the groimd 
, that in an extremity the author of the Billj rather than sacrifice the Bill on 
Financial ground, suggested the imposition of an education cess. It was an 
experiment, and could not therefoj-e be expected to offer a complete and 
perfect system of national education. 

In spite of an mianswerable case, in spite of tlie moderation which character- 
ised it in every clauses, the Bill was lost in the Council chiefly on account of the 
opposition of the oflflcial majority. • The only consolation that the Indian public 
has was the practical acceptance of j\Ir. Golchale’s principle by the Government 
in. their resolution of 1913. 

“ The proposition that illiteracy must be broken down, and that primary education 
has, in the present circumstances of India, a predominant claim upon public Funds, 
represents an accepted policy, no longer open to discussion. For financial and adminis- 
trative reasons of decisive weight the Government of India has refused to accept the 
principle of compulsory education ; but they desire the widest possible extension of 
primary education on a voluntary basi.s. As regards free elementary education, 
the time has not yet arrived when it is practical to dispense wholly with fees without 
injustice to the many village which are waiting for the provision of schools. The fees 
derived from those pupils who can pay them are now devoted to the maintenance and 
expansion of primary Education, and a total remission of fees would involve to a 
certain extent the more prolonged postponement of the provision of the schools in 
villages without them.” 

After thus recognising the principle that Indian opinion had accepted long 
ago Government have now surrendered their untenable position by permitting 
the Local Governments, Bombay taking the lead in 1918 — to pass Bills making 
primar}’’ education compulsory under certain conditions in Municipalities and 
District Boards. 

Being concerned in tliis work only with the financial aspect, we have not 
considered any of the other numerous jiroblems of education in India. But as 
none of these problems is without the financial side, we may here append a very 
brief review of some of the most urgent c|uestions affecting the general policy. It 
has been frequentjy urged, by iVngio- Indian plibhc opinion more ]‘.rominentlv, 
that education in Indi.'i is top-lieavy : that a disproportionate attention is paid to 
the secondary and University education ; and that consequently an artificial 
abundance is created in the labour market in one particular kind of labour, w'hich 
disappointed in its search for errrploynrent, joins the ranlcs of agitators. Agitators 
as such, cairnot be coirdemired ad hoc genus omne smee agitation is arr indispensa- 
ble requisite of social progress. But apai-t from this coirclusion of Anglo-Indiarr 
critics of the edircational organisation in India tlrere is some truth in these alle- 
gations. According to the last Quinquennial Review of the progress of educatioir 
in India (1912-17) as against the .024 % of the total population undergoing Uni- 
versity Education in India, there was .054% in England, and .014 % in Japan. 
If we leave out of consideration the female population, this is indeed a high pro- 
portion for such a country as India. Besides, if we compare the proportion of 
those receiving element'ary -sdtfyati'on, this percentage of ‘higher edutatioii' 

19 ■ 
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still higher Whereas in the U. S. A. 19.87 % of the total population was enrolled 
in the elementary schools, as compare^:! with the 16.52 in England and Wales, 
and 13.07 % in Japan, in British India onh’^ 2.3 % was in the primary schools. 
This worked out that while in England and Wales out of every.. 30 students in the 
Elementary Schools only one can reach the Univer.'^ity Standard, in India out 
of every dozen student one can expect to reach the highest standard. The pro- 
portion, as already observed, would be stdl greater if we consider only the male 
population. This is by itself a sufficiently serious state of things. But we must 
observe that admitting these statistics, the explanation is to be foimd in the ab- 
sence of a good system of universal primary- education. The class which now 
receives any education at all in India is a class which will continue to demand the 
highest education, speaking in general terms. To reduce the proportion, if it is 
considered advisable to do so, the best remedy would be an extension of the pri- 
mary education, somewhat on the lines suggested by the late Mr. Gokhale.* Until 
that is done the education system of the present day will not prove successful., 

Besides a proper oi^ganisation of primary education, the only other remedy 
of this congestion of higher education is to devise systems of mechanical, or tech- 
nical education of a superior type. The opportunities for any liigh sj)ecialised 
education in India are notoriously inadequate. The Government has to recruit 
its special officers Jr om a^oad, apparently on the excuse that men of the requi- 
site training are not to be hVd in India. The only way to reduce the pressure on 
Government departments, cJr a few select professions, for employment is to di“ 
versify the educational organisation by offering a rich choice of alternatives. The 
provision of higher scientific and mechanical education is not demanded merely 
in the interests of the Labour Market of India. The Indian Industries, as was 
found by the Industrial CorAmission which reported in 1918, suffer a serious handi- 
cap owing to the absence of lexpert guidance of a scientific or mechanical kind. In 
the general interests of the /country at large, therefore, it becomes imperative to 
ask for a much wider ext':nsion of Scientific and Technical education f 

In this work, we ar^’not called upon to discuss the more academical questions 
such as those relating to)the medium of Instruction; English versus Vernaculars, or 
those relating to the iuOToduction of religious and moral instruction. But we must 
'.ay more than a worA in passing for education of women and for the instruction 

* Commenting oW the last quinquennial Itevlew of the progress of Education in India, the Times of 
India, a moderate Angto-Indian Paper observed: — "Had the Government been .wise enough to avoid the 
cardinal error of opposing the late Mr. Gokhale’s Bill, the real issue would not be obscured >as they are to-day. 
Fortunately the mistake of tlie Government of India lias been redressed, somewhat tardily, it must be admit- 
ted by several Local Government, headed by that of Bombaj-. It remains to be seen whether Local Bodies 
would avail themselves /of the permission to introduce compulsion. ” (Leading Article. February, 1919). 

The following figures tell their own tale. In the last quinquennium the output of graduates was : — 
Arts 17,89p or 65% Agriculture 105 1 or ,. 40 / 

Science 2 , 10)1 7.6% Engineering 281 J „ 

Law_ 5.65j2 „ 20-6% Teaching 539 „ 2% 

Medicine SjiS „ 3% Commerce 26 „ 

Total 27,420 „ 100% 

More than § of uhe total number was for Arts and Law. There are in round figures 50,000 pupils in 
different Arts Collegas in the countrj-, costing 75.77 lakhs, while all professional Training institutions, 
including 12 Law Cpllegses cost Bs 38‘94 lakhs.. Unless tills sum is materially, substantially Increased, 
unless, rarfre instituti/ous with better equipment afli (Sthhlishfid, tliei^ will.btenO teblaucto of trat Labour 
problem, no allevlatilon of “agitation” no te'medy for indaEfrial regeneration. ■ L • 
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of the Depressed Classes. Given Indian Social conditions, these two classes will 
continue to need for some time to come — special treatment. Government would 
have to abandon its traditional policj’- of non-interference if the interests of the 
country are not for ever to be damaged. And .any special treatment of these 
classes will involve unavoidably considerable strain on the Public Purse. To 
meet this expenditure special taxation may have to be resorted to, but we think, 
if the revenue changes suggested by us in the section dealing with the Revenues 
of India, are adopted, no diffiq; a financial- kind would be experienced. 

The present proportion of wo; - _.s follows : — 

I 

g/J 

Table showing proportion ol . ^ jihen to men in Education. 

Institutioiis. , Women. Men. Cost of 2. Cost of 3. 

Es. Rs. 

Arcs Colleges .-. .. .. 915 49,815 1,11,17,222 8,07,31,908 

Professional Colleges . . . . 188 12,912 

Secondary Schools .. .. 108,899 1,103,234 

Primary Schools .. .. 1,119,871 4,821,611 

Special Schools .. .. .. 10,661 110,457 

Private institutions . . . . 72,894 525,020 

Total .. ‘597,914 7,936,577 

Only 3*25% of the total population and ri0% of the female population finds 
instruction in India. Assuming Mr. Gokhale’s proportion of 15% as representing 
■ the population of a school going age in a country, the numbers of female pupils 
will have to be increased to seven times its present proportion, and that of male pupils 
to three times before India can be said to have obtained a necessary minimum of 
education. Assuming fircther that the whole of this increase showed itself 
financially in the stage of primary instruction only, the addition to the total Edu, 
cation Budget will be 7 cfores in the case of institutions for girls only, and 9 crores 
for those for boys, or a minimum increase of 16 crores over the present Budget 
figures. Allowing for the fact that education of women is complicated in many 
provinces by the existence of the Purdah and that consequently female teachers 
at relatively much higher pay must be employed, ^the increase may even run to 
Rs. 20 crores before a decent system of universal instruction is established in 
India, 

We,have no desire to stress, what the official figmes make only too painfully 
prominent, the disproportionately large sums spent by the Government of this 
country on the instruction of the European and Anglo-Indian Communities 
in India. • For about 60,000 European pupils in all stages of instruction, the total 
outlay, direct and indirect, amounted to Rs. 110.49 lakhs or about Rs. 221 a 
head of which Rs. 39 . 40 lakhs came from fees and Rs. 4.75 lakhs from endowments, 
leaving a net charge on public ^funds of Rs, 66 . 35 lakh's. If it does not ' seem 
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advisable to reduce this expenditure we would 5 ^et suggest that the sense of 
uneqhal treatment will not disappear unless the authorities add proportionately 
to the outlay on the instruction of the Indian public at large. 


As calculated below our minimum educational requirements, giving efiect 
bo the most urgent of these suggestions, will be Rs. 40 crores a year, including the 
interest charges on an Education Loan that Avill have to be raised to meet the 
initial cost of new buildings, apparatus and equipment for schools, colleges and 
laboratories of something like 20 crores, , / 

f'y-'euxcv f 

The total educational expenditmre w6<^ whiamount to Rs. 40 crores distri 


buted as follows 




Primary Education 

Rs. (Lakhs) 

2,000-00 

Against the 

353-25 

Secondary Education 

800-00 

366-71 

University Education 

200-00 

119-75 

Superior Technical Education 

150-00 

38-94 

Special Schools 

160-00 

50-01 

Training ,, 

75-00 

33-75 

Inspection and Direction 

76-00 

62-43 

Scholarships 

100-00 

24-08 

Buildings 

250-00 

141-79 

Miscellaneous 

200-30 

107-86 

TotaS 

4000-00 • 

1298-63 
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B. EXPENDITURE ON MATERIAL DEVELOPMENT. 

As alread}' noticed the items included under this group are 8 : — Of these 

the first two are now more important as 
sources of public revenue than as those of expendi- 
ture, and so it would be better to discuss them 
under the Chapters dealing with the Revenues of 
the Govermuent of India. The Posts and Tele- 
graphs, though a source of considerable revenue, 
are nevertheless not intended in India primarily 
as revenue yielding Departments. It would consequently be'more fitting to dis- 
cuss them as a charge rather than as an income. Similarly also Civil Buildings, 
including the charges for the construction of the new Capital, the Mint charges 
proper and the charges in connection with Ports and Pilotage are relatively of 
second rate importance. 

The most important item of expenditure- under this group then is that connect- 
ed with Famine Relief and Agriculture. The actual expenditirre incurred for the 
relief of Famine is luckily not a recurring charge. Nor can we quite describe it 
as a charge for the material development of India taking that expression in its 
narrow sense. It is more protective than developmental ; preventive than 
constructive. But owing to the standardisation of the charge, and considering 
its importance in the Indian Financial • system, it would not be inappropriate 
to consider it under this group, even if we make no alloAvance for the help the 
Famine Relief Fund has rendered to such unquestionably developmental items 
of expenditure as Railways and Irrigation Works. 


1. Railways. 

2. Irrigation Works. 

3. Civil Buildings. 

4. Post and Telegraphs, 

5. ITamine relief. 

6. Agriculture. 

7- Mint charges. 

8. Ports and Pilotage. 



XXVni. FAMINE RELIEF. 


Tlie general principles governing Famine Relief will be best evidenced by a 
brief historical account of the evolution of the present policy in that respect. 
Without going into the details of history we may show the frequency and 
intensity of the famines in the last two generations by the subjoined table . 


Table showing the Intensity and Frequency of Famines in India. 


Date. 

Locality. 

Area in 
sq. miles 

1860-61 

Punjab Rajputana 

U. P. 


1862 

Deccan. 


1866-67 

Orissa-Behar Gran- 
jam Hyderabad 



Mysore 

180,000 

1868-70 

Punjab Gujrat 
Central Provinces 
Deccan Rajputana 


1873-74 

Bengal Behar 
Bundelkhand 


1876-78 

Madras Bombay 
Mysore Kashmere 



U. P. Hyderabad 

250,000 

1888-89 

Gujarat Orissa 
(Native States) 


1896-97 

U. P. Bengal Bom- 
bay Berar Hyde- 
rabad C. P. Madras 
Delhi Rajputana 

307,000 

1899-00 

C.P. Bombay Be- 
xar Hyderabad 



Baroda Rajputana 
Gujarat Kathiawar 

475,000 


Population. Expen&ture (direct, 
effected Rs. 


47,500,000 1,45,00,000 


17,000,000 6,75,85,330 

56,500,000 8,00,00,000 


69,500,000 10,25,00,000 


f £6,670,000 ReHef. 

I £1,585,000 Loans. 
80,000,000 £1,333,000 Remissions. 

j £1,800,000 Loans to 

0 

L Native States. 


1906-07 Dvirbhanga U. P. £11,388,000 * 

1913-14 Urdted Provinces 

1918-19 Indian Empire Es. 3,16,00,000 (?) 


* The true idea of the cost of faraines is not to be gained merely by giving the figures of direct expen- 
diture on Relief in a Famine I'ear. So far as the Government are concerned they lose a considerable portion 
of their Land Revenue on ing to tail ure of crops. There is besides expenditure from charitable funds and loans 
and the expenditure in the Native States. The total expenditure of such a famine as that of X899-1900 wa 
estimate at Rs. 2Q erores in round figure. 



It would add unnecessarily to the bulk of this work were we to go into the de- 
tails of the famines in each of the above instances or even to attempt an analysis 
of the public policy in each instance.* We shall discuss the history and expend! 
ture under two main divisions. The period before the great Famine of 1873-4 and 
the period thereafter : The reason for the division is that at the date selected 
for division emerges the first glimpse of the principles now accepted to be the most 
salutary in Famine Eelief, and thereupon is built up the modern S3’^stem of relief. 

Taking these two periods in their chronological order we find that years 

before 1877 the Relief of Famine was not governed by an}^ settled predetermined 
principles. Each famine was fought when it occurred on independent lines. 
is true that the Report of Colonel Baird Smith who investigated into the causes of 
the Famine in 1862 did make some suggestions for a regular Famine Eelief Policy, 
which with veiy little variations could be applied in any emergenc}'. But the ab- 
sence of proper adequate means of communications combined with the ignorance 
and sometimes indifference of Government Officers led to heavv mortality and 
suffering asthe result of the earlier famines. And when tlie toll of the dead attracted 
the attention of the Government they quite naturallv ran to the other extreme of 
saving human life in'cspective of the cost. The Famiiie of 1873-74 for example 
was distinguished by the lavish .scale on which relief operations were organised by 
Sir R. Temple who considered no cost too heavy if human life was to be saved. 
The Government of India could not for ever be regardless of their E.xchequer, 
And in the vciy next Famine they .suggested that the task of saving life irrespec- 
tive of expenditure was beyond their ability. But the task wliich the Government 
of India seem to have set themselves in combating famine was still the same. — 
saving life, not, indeed, irrespective of cost, but so far as lay within their power. 
They continued to import food in the famine-stricken districts, to dole out rations, 
cither freely as in the case of Purda women, or in exchange for relatively ineffi- 
cient labour or unproductive relief works. In the next great famine — the last 
in the period before the evolution of a definite policy — Sir R. Temple continued 
in the South his old campaign of life-saving regardless of cost in spite of the e.x- 
plicit instructions of the Government of India to the contrary. 700 million units 
were relieved at a total cost of Rs. 8 crores to the Government on the rather liberal 
allowance of 1 lb of food per day to each individual seeking relief. But in spite of 
this the mortality dii’cctl}* traceable to famine amounted to 5,250,000 souls. 

Finding the ta.sk of saving life independent of the considerations of cost abso- 
lutely be^mnd their powers, the Government of India began to consider more de- 
finite steps for a permanent policy of Famine Relief. Calculating that the total 
cost of Famine Relief to the Governraeift during a period of ten years preceding 
1877-78 had amounted to Rs. 15 crores. Sir J. Strachey, the then Finance Minister, 

• The excellent monograph of Mr. Loveday on Indian I’amlnes may be mentioned here as supplying 
Eobic intereSWng information in a handy form. 

(a) Sif 3bM a'na Elchard sb'a'bhay'rlnaiaKS aijii Pnhli’o India. 
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proposed that an annual excess of Rs. 1*5 crores must be secured .in the revenues 
over the amount required for normal expenditure ; so that when the famine did 
occur Government should have sufficient surplus funds to meet the expenditure. 

“ The Government in 1877 came to the conclusion that the ordinary income and 
expenditm’e of the State might at that time be considered to be ... ... ..in a state 
of equilibrium. It was therefore in the opinion of the Government accessary to 
improve the flnancial position by £1,600,000 a year on account of famine liabilities 
alone.” (a) 

Thougli famine would not occur every year it was thought advisable to provide 
this surplus as against a recurring liability. But the disposal of this fund during 
the years that famine did not occur occasioned some criticism at tlie inception of 
the Fund, and considerable difference of opinion later on. It would be clearly 
unwise annually to accumulate the sum in the Treasury; not only because, it 
would seem to be taxing people beyond the requirements of the State and losing 
interest on a considerable sum lying idle in the Treasury, but also because it 
would offer an unfair temptation to the executive to outrun their, income by 
wasteful or injudicious expenditure- On the other hand direct famine relief in 
normal years would be unnecessary. If the proposed fund was to serve the 
object of its authors it must be employed as soon as it was being formed.* It 
was ultimately decided to employ the fund to (a) Famine Relief in any year 
and in any part where there was actual scarcity, (b) the construction of 
Protective Works like Irrigation Canals or Railways, vffiich, without being 
directly remunerative, would yet be of immense service' in raising or transporting 
food-stuffs in famine-stricken areas. 


Since its institution the Famine Relief Fund -has not invariably|been main- 
tained at the figure originally fixed Rs. l.| crores of £l| million. In years like 
those of 1887-88 the grant was practically su-spended ; and more frequently 


* As tliere lias been some difference of opinion regarding the objects of the Fund and its employment 
the follomng extracts from contemporary pronouncements bj-^ competent authorities may be usefully cited. 

“ The first claim on those receipts (from additional taxation imposed in 1877-78) being that of the Home 
Government for the repayment of debt already incurred on account of famine I am of opinion that not less 
than one half, or say £750,000, should be held available for remittance to England in the next ensuing years 
on that account. The remainder may be appropriated at your discretion to the extinction of debt- to the 
relief of, famine, or to the construction of protective works not necessarily remunerative but obviously pro- 
ductive in the sense of guarding against a probable future outlay in the relief of population. ” 

(Final orders of Secretary of State quoted in Strgchey. cit. op. p. 191.) 

“ It was determined that this surplus should not take the form of a fund specially allocated to meet 
the cost of Famine Relief, because such an arrangement would be financially inconvenient and objectionable. 
The Intention was simply that a source of revenue should be provided which would enable the Government 
to carry out the principle on which it had for some years insisted' tliat relief of famie distress should be re- 
garded as a charge constantly liable to recur, which must be met, like all other obligatory items of State ex- 
penditure. The money obtained, or so much of the £1 million as remained after meeting charges for Famine 
during the current year, was to be applied to the discharge of debt or the prosecution of remunerative 
rubhc works of a character likely to give protection to the country against the effects of drought. ” 

(Famine commission Report 1881 Part I, para 100). 

“ The object therefore of this Famine Insurance Fund was, by increasing the revenue, to avoid the cons- 
tant additions to the debt of India which the prevention of periodical famines would entail by either applying 
that increase of income to works likclj' to avert famine and thus obviate famine expenditure, or by reducing 
.•mnually the debt contracted for f.amine, so that if famine expenditure should again become inevitable, the 
reduction or debt made m years of prosperity would compensate fo^ liabilities incurred, ddriag scarcity..* 

(Report Par. Committe'e on Public v'orsan InSlh 
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reduced. The following table shows the 
directions in which it was spent 


total amount spent and the various 


Year. 

1880-81 

I88I782 

1882- 83 

1883- 84 

1884- 85 

1885- 86 

1886- 87 

1887- 88 

1888- 89 

1889- 90 

1890- 91 

1891- 92 

1892- 93 

1893- 94 

1894- 95 

1895- 96 , 

1896- 97 , 

1897- 98 , 

1898- 99 . 

1899- 00 . 

1900- 01 . 

1901- 02 . , 

1902- 03 . , 

1903- 04 . . 

1904- 05 . . 

1905- 06 . . 

1906- 07 . . 

1907- 08 • . . 

1908- 09 . . 

1909- 10 . . 

1910- 11 . . 

1911- 12 . . 

1912- 13 .. 

1913- 14 . . 

1914- 15 . . 


Famine Extinction 
Eelief. of Debt. 

£ 


Protective Irrigation 
Eailwaj^s. works. 

£ £ 


Total, 


£ 

34,840 

34,883 

22,103 

9,205 

7,350 

Es. 

40,695 

10,410 

402 

7,799 

68,288 

5,579 

•23,423 

70,841 

496 

10,258 

18,301 

20,79,525 

53,25,608 

40,054 

£ 

2,074,918 

4,125,230 
529,181 
321,509 
20,351 
2,078 
135,887 
307,715 
622,262 
992,079 
79,758 
2,336 . 
114,293 

188.885 
157,511 • 

279.885 


715,151 

1,343,555 

581,137 

341,504 

Es. 

682,498 


460,255 

520,029 

682.170 


445,238 

£ 


284,638 

564,700 

644,278 

667,097 

512,262 

332,383 

250,000 

250,000 

475,338 

601,095 

457,967 

343,203 

342,489 

220,115 


682,403 

13.3,129 

649,248 

946,457 

Es. 

589.000 

200.000 


4454,795 

984,769 

1,060,951 

556.867 

529.867 


690,353 

£ 


1,625 

96,605 

115,812 

55,278 

3,442 

6,661 

70 

12,015 

26,731 

29,179 

27,399 

7,835 

1,311 


135,449 
263,443 
283,223 
•253,046 
Es. 

186,807 
107,979 
91,006 
81,537 
71,452 

74,392 
77,931 
60,793 
56,351 
43,110 
38,317 
46,830 
37,517 
£ 

11,669 
23,930 
31,114 
70,693 
94,742 
144,446 
215,013 
296,573 
356,460 
403,999 
394,175 
420,377 
351,412 
378,881 
419,166 
475,267 
48.3,075 


£ 

34,840 
1,567,886 
1,495,972 
1,522,813 
1,548,357 
Es. 

1,499,000 

3,18,389 

91,408 

88,336 

6,00,000 

6,00,000 

12,68,319 

11,16,103 

11,17,801 

6,10,235 

5,86,485 

21,26,355 

53,63,125 

11,87,314 

£ 

2,098,848 

4,156,344 

884,512 

982,576 

905,680 

1,000,000 

1,000,000 

1,000,000 

1,282,822 

1,636,324 

987,480 

981,574 

980,329 

978,653 

983,102 

981,764 


•20 



i'lie Policy of Biaking tlie actual relief of Famine when it does occur the first 
charge on the special grant is, as is evident from these figures, maintained even 
now. But since the Report of the commission of 1902 Government has begun more 
and more to rely on moral force, on putting heart in the people to enable them the 
better to fight famine. To this end a more liberal policy of suspending the Land 
Revenue demand in times of scarcity or remitting the demand altogether has been 
adopted along with the system of gi-anting more freely the Takavi loans. Bui the 
svstem of more direct, more material relief is not abandoned. An elaborate 
machinery has been developed in everj^ province to afford relief. The Govern 
ment of India is kept informed of the .state of ci'ops and mortality in every pro- 
vince ; a programme of Relief Works is kept ready and uptodate in every district ; 
and the whole country is divided into relief circles, each equpjped with plant, and 
tools for the relief works, which ma}' thus be started at any moment. Test works 
are opened as soon as it is clear that moral force would not alone suffice to meet 
distress ; and if labour in sufficient quantities is attracted, these are converted into 
proper Relief Works in accordance with the Programme already framed and approv- 
ed. While Poor-Houses and gratuitous relief afford help to those unable to work, 
special measures are adopted to aid those unwilling to admit their poverty by a 
resort to the Belief Works. On the setting in of the next monsoon, people on the 
latge works are removed to the smaller works -near their villages and farms ; they 
then return to their normal occupation, with further assistance in the shape of 
loans to buy cattle, ploughs, seeds, etc. As soon as the next good harvest is 
assured the few remaining works are closed and gratuitous relief stopped. Along 
with the Relief operations, a special medical machinery to deal with the usual 
concomitants of famine — cholera and malaria — is kept in readiness.*^ 

Any criticisjn ol the Famine Relief Policy would be ineffectual 
without ■ understanding ' the causes of Famine. We may divide the causes 
of famine in India into three main groups, taking ” Famine ” to 
mean a shortage of food-supply. First come those natural causes which, 
like the irregular, uneven or uncertain distribution of rainfall, make famines 
in India appear to be peculiarly beyond the wit of man. 'In the second group, 
we may include such causes as are products of the existing social and economic 
organisation of India. The Land Bevemie polic}- of the Government of India, 
for example, was contended by the late Mr. R. C. Datt, to be the most important 
cause of distress during times of famines.'j' The minute division of land in India, 
or the extreme indebtedness of the people may also be instanced in*tlie same connec- 
tion. The third group comprises the influences which are the special ofispring 
of a period of economic transition, through which India is undoubtedly passing 
now i Unless each of these causes is properly understood, there can be no 
effective, or permanent cure of the periodical shortage of rains, and the 
consequent distress in India. 

♦ jSTo report is yet .'ivailablo as to (.lie efticacy of tliis sysleiii in i.lie last great famine of 1918 - 10 . 

t See peiticularly Dutt’s ‘‘ Open letters to Jjord Curzou” 1900 . 

i Op. ’L’tieocloL'c Morrison’s *‘150011011110 'rraubition in Imlia” for a discussion of the efl'ects of a 
kiiai'ar transition in iinglund in tiic la^t century. 



I. The relief of famine, when it occurs, will be successful only in proportion 
as these root causes of the misfortune are reached. The belief, once common, 
that famines were natural calamities against which human efforts would be of no 
avail is now impossible to sustain. (1) The most obvious and immediate cause 
of famine, the failure of the periodical rains, is capable of an easy reined}'' by 
means of artificial water-supph' by wells, tanks, or irrigation canals. We have 
discussed, in the section dealing with irrigations revenues, the relation of such 
works to the relief of famine. It would suffice to mention here that taken collec- 
tively, the Irrigation Works of India have resulted invariably in a. net profit to the 
Government, besides protecting several millions of acres from the effects of drought.'* 
This satisfactory result has not unnatmally been claimed to be due to the Qonsei" 
vative, cautious policy of the Government. But to those who are impressed by the 
horrors of such a famine as that of 1899-1900, to those who consider the immense 
losses of human beings, of crops, of capital which have been avoided by the 
irrigation works, such a policy cannot but seem to err unduly on the side of prudence. 
Even at the risk of some loss to the State, the money spent on unproductive irri- 
gation works may well be regarded as an insurance premium properly laid out 
against a veiy probable calamit}’. Though the physical conditions in certain parts 
of India, like the uplands of the Deccan, do not admit of any easy river irrigation, 
they are by no means equally unsuitable to irrigation by tanks or wells. • It is, 
therefore, not a hopeless hoj)e that every cultivator in India may be effectually 
guaranteed against one season of inadequate rains by a more liberal expenditure 
on Irrigation Works of every kind. The accepted policy of the Government of 
India had led them to spend without stint on costly and often unprofitable railways, 
while the irrigation projects had to satisfy the stringest tests of commercial 
advisability before they could be sanctioned. It is true, indeed, that both irri- 
gation works and raihvays would be necessary for protection against famine. 
It may also be admitted that in normal times the railways would be indispens- 
able for carrying the surplus produce raised by the irrigation works to the most 
profitable markets. Unless, the cultivator is in a position to dispose of his crops 
with profit, he would not be able to meet the extra cost of the irrigation works, 
■whether it takes the form of a government Water Rate, or of the expense of main- 
taining and repairing a Avell or a tank. And fi'nally, it may also be" conceded 
that in proportion as the cost of construction of railways is higher than that of 
irrigation -works, the relative annual outlay on the raihvays is boimd to be great- 
er than that of irrigation works.| But the main objection of the Indian Public 
opinion to the railway policy of the Government is that Railway projects have not 
only been preferred in the past to Irrigation Works, but that they have been pre- 
ferred at the cost of the latter. 


* . These works now protect some 15 million acres, have cost the State about 40 million sterling, and yield 
a net income exceeding 7 % on the total capital outlay. 

Fannne^°'^ scientific discussion of this cxucstion of railways vs. irrigation w’oiks see Loveclay Indian 
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n. Besides this obvious cause of famines, there are others less obvious, but 
not the less effective. The remedies for these more hidden causes must be drastic 
enough if India is to have a complete, scientific scheme of famine Insurance, (a) 
The late Mr. R. C. Dutt's many economic writings strongly express the prevalent 
belief in India that famines are the inevitable result of tlie Land Revenue Policy 
adoptedbythe present Government of India outside Bengal, and parts of the Unit- 
ed Provinces and Madras Presidency. The section of this work dealing with Land 
Revenue contains a discussion of this question. Here we need only mention 
that owing — ^it is believed — to a heavy revenue demand, which is periodically en 
hanced. the cultivator has no reserve of surplus produce or capital left to fall back 
upon in times of scarcity. The dearth of capital amongst Indian cultivators is a 
fact universally admitted though its origin has been variously explained. What- 
ever tlie reason, the absence of a reserve fund in the classes directlj’- affected by 
failure of rains cannot but intensify the sufferings of the people. The Institution 
of Co-operative Credit or the grant of Takavi loans are palliatives not remedies. 
The relief of indebtedness among the agriculturists is rendered all the more diffi- 
cult by the absence of any data to calculate the exact amount of that indebted- 
ness. The situation is, indeed, tragic enough to demand heroic remedies eventually; 
and it would not surprise us if a future financier undertakes a scheme of wholesale 
land purchase by the State, with a view to its regrant after all agriculturists‘ debt 
of more than 20 years’ standing, or less than 5 years’ produce value of each hold- 
ing, whichever is greater, are cancelled. As it is. w’e can only suggest two prosaic — 
not remedies, but, — refonns which would mitigate the intensity of the existing 
situation, and prepare the way for more heroic measures of radical reform. 

(x) All debts contracted by agriculturists in future must be registered on 
pain of being declared illegal. This would show us, in course of time, the exact 
amount of indebtedness of the agriculturists, and also the burden of the debt, (y) 
The establishment of a Land Bank in each Province by the State would give a 
mobility to landed wealth which is now the one great defect of that property 
in India. The Co-operative movement, after 15 years of universal encouragement, 
must, from this stand point, noAV be declared to have proved a failure. It has 
failed in India as much for want of sufficient capital, as owing to the inability of 
the co-operators to manage their concerns. With a Land Bank of the ty’pe of the 
credit Fonder of France or of Germany studiously fostered, we may expect an 
accumulation and investment of capital in land, without which land improvement 
will be impossible, and resistance of the cultivator in times of famine unthinlrable. 

III. The absolute want of food and consequently heavy mortality, which was 
such a heart-rending feature of the earlier famines, now no longer ocem's. The 
rapid extension of railways at any cost may be traced directly to this horror of 
absolute starvation for want of food supplies. But the railways do not — and can- 
not-rprevent that want of employment which invariably results in a famine. The 
one great occupation of tire people is necessarily suspended owing to the failure 
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of rains ; and, tlianks to tlie free competition of the machine made goods of England, 
the profitable b5’^e-emplo3'mente of weaving — ^^vhich helped so much to mitigate 
the intensity of the -old famines — are also destroyed. It is the realisation of this 
growing want of staying power that lias made many an Indian publicist declare 
in liis iiiipatience that famines are the direct results of British Rules in India as 
in Ireland. Historically the proposition is absurd.* But it can safely be laid 
down that owing to a conjuncture of circumstances, — for which it is almost im- 
possible to hold any individual statesman responsible — the British rule in India 
has synchronised with the increasing inability of the people to tide over a single 
bad season. And the tragedy seems to be all the more harrowing when we consider 
the means that the earlier Rulers of India had at their disposal to relieve the stress 
and those which the modern Government can command, and when we compare 
their relative success. The famines in India %vill, perhaps, never lose their tragic 
aspect as long as means are not adopted to give the people the sta3dng power in 
which they are so deficient ; and this would not be realised until the heavy load 
of debt which oppresses the small cultivator is removed or relieved ; the 
State demand of Land Revenue — at least in the temporarily settled districts 
where the State deals directly with the cultivator — is made conformable to the 
principle of equity in the distribution of the tax burdens, and exemption from 
the State demand of those agriculturists whose net produce ’is below the bare 
minimxxm of existence ; the average holding is made of a size and extent suit- 
able to admit of economic farming. To achieve these an agrarian revolution of ‘ 
the widest dimensions is inevitable. But we cannot expect the present Indian 
Government — nor even its Indian substitute with only a change in personnel 
but no change in spirit — to undertake such farreaching, fundamental charges. 

A redistribution of land, a wholesale repudiation of agrarian indebtedness, 
an entire re-casting of the Land Revenue Policy with all that it implies — 
will all combined mean a revolution the very conception of the magnitude, the 
equity, the economic necessit}" of which we must dispair of our present 
Government— or its Indian desciples — ever being able even to entertain. 

We conclude, then, that even if it be not possible, humanly-speaking to abolish 
famines altogether, the state in India has still a reserve of untried or imperfectly 
attempted resources which can reduce the frequency and alliviate the intensity 
of famines. For the rest, it is a matter of time. The industrial transition, when 
accomplished, would by itself render famines much less bimdensome than they 
are now. 

The details of the existing policy of Famine Relief afiord very little occasion 
for unfavourable criticism. It is true, indeed, that relief, as it is now granted, 
has not a faint suspicion of charity, from accepting which the better minded of 


* For a list of all the known famines In India, see Loveday, Cp. Cit. Appendix. Of course onlv fhn 
better known famines affecting verj- large tracts of tlie country, are included. The great famine towards 
close of the reign of the first JMaurya Kmperor — Chandragupta— is aiieged to have lasted twelve venii 
and is supposed to have been the direct causa of the colonisation of the southern plateau by the Arva. 
people of the North. Akbar’o reign is also noted forthe • wcurrence of two or - three famine»-of iPriftim in. 
tea ilty. Cp, Vincent Smith, “Akhar" and MoreUnd « India at the death of Akbar.” 
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the suffering people most naturally shrinlc. The aid afforded them by private 
charity is irregular, inadequate, unreliable. It would, doubtless, be a most regret- 
able waste of national resoiu’ces if these better kind of people were suffered to die 
through a sense of pride which would not allow them to accept what really is 
their right as citizens. It is. therefore, absolutely necessary that famine relief should 
be declared and accorded as a simple right of Indian Citizenship. There are corres- 
ponding burdens, in so far as Government levies additional taxation, in normal 
times for this purpose. That the people may the better realise this right and 
its burdens, it would be advisable to raise the special revenue more directly from 
the people most likely to be primaril}’' affected by the distress. Additional burdens 
on this the poorest section of the population would not, indeed, be lightly recom- 
mended. But we feel that a sense of having themselves contributed, in however 
small a proportion, is so material in breaking down this sense of pride that we have 
no hesitation in making the suggestion, to be realised, if necessary, by a readjust- 
ment of the tax-burdens in other directions so that there should not in the aggre- 
gate be any unfavourable change. For the same end of a more equitable parti- 
cipation in the relief afforded by the State, we would also suggest that the ta.sk 
of administering it be made over wholly to the local authorities, the Supreme 
Government retaining the right of a general supervision and occa.sional 
contributions in cases of exceptional hardship. 

XIX. AGRICULTURE. 

As closely connected with the expenditure on Famine Relief we may notice, 
next, the outlay on the Agriculture Department. The present department has a 
history of less than 1-5 years. Prior to 1905 the Government of India had, under 
official control, a number of experimental farms, but the work of the then existing 
Agriculture Department consisted chiefly in the simplification of the Revenue 
Settlement Procedure and the improvement of the Land Records system. The 
Imperial Agricultural Department was organised in 1901;* an Inspector- 
General Avas appointed in 1903, the establishment of the Agricultural Research 
Institute and College at Pusa led to further expansion, and in 1905 the Govern- 
ment of India decided to allot annually £133,000t for agricultural experiments, 
research and instruction. Government intended, by this outla)’’, ultimately to 
establish in each large homogeneous tract of the country an experimental farm, 
supplemented by the numerous small demonstrations farms; to create an Agri- 
cultural College in each of the larger provinces, and to collect an expert staff to run 
the colleges, to conduct research and, generally, to help develope the agricultural 
resources of India. 

At the present time, the work of the Agriculture Department consists partly 
ip experiment and research leading to improved methods of raising crops, or fight- 
ing agricultural pests. Besides this, the department helps to introduce in the 




* This post was abolihlied in 1911-12. 

^is-,grant-wa&4o be sliared with the 6ivil Vetoinary Department*. 

' * • ^ *4 _ * - . t 
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iiietliods of the Indian cultivator ascertained improvements hy demonstration. 
We need but mention the instance of cotton, the improvement of wliich has from 
the first attracted successfully the attention of the department. New agricultural 
implements and machinerj-, suited to the local conditions, have also been popu- 
larised as the result of the departmental activity. Information as to progress in 
agricultural matters abroad is regularly disseminated by the department, and 
attempts are made, by a concentrated study of local conditions, to obviate local 
difficulties as far as possible. 

The charges noted in the margin show the growth of the department and its 
activities. At the beginning of the century the total charges on agriculture amount- 
ed to £10,179 including figures of the Local ” Expendi- 
ture, which have been excluded from the figure of the later 
years. In a country so largely dependent on agriculture 
for its national wealth as India, this outlay cannot 
be too highly commended. The absence of a rich land-lord 
class, the irgnorance of the agricultural classes at large, 
the excessive sub-division of laud — all combine to keep 
Indian agricultiu’e bereft of the benefits of modern scien 
ces, of modern mechanical improvements. The total 
national income of India, estimated at about £600 mil 
lions in 1914, f is made up of more than 4-50 millions of 
agricultural produce.^ To develope this wealth cannot but be of the highest con- 
cern to an intelligent, sympathetic, national Government. Of the total area of 
over 600 milbon acres, available for agriculture in India, only about 21-5 millions 
or a third is actually cropped ; and though nearly 230 millions acres are covered 
bj'^ Forests or other uncultivable areas, there is yet 1/3 of the total land avail- 
able for agricultme remaining uncultivated in India. § To bring this land into cul- 
tivation would require capital and other resources which the ordinary Indian, 
cultivator cannot command without the aid of the State. Additional outlay 
then on Agriculture in India would, if undertaken, more than repay itself by adding 
to the wealth of the country, if only it is properly distributed. 


, * 


Year 

£. 

1907_08 

302,748 

1908-09 

341,873 

1909-10 

393,523 

1910-11 

390,113 

1911-12 

441,900 

1912-13 

467,507 

1913-14 

534,939 

1914-15 

566,185 

1915-1(5 

597,501 

1916-17 

611,615 

1917-18 

702‘133 

1918-19 

823,102 

1919-20 

959,000 

1920-21 

1,315,200 


XXX. EXPENDITURE ON POSTS AND TELEGRAPHS. 

Unlike the English model, the Post Ofiice in India has never been worked as 
a great revenue Department in India. Taking into consideration the poverty 
of the Indian people, the Government of this country takes a legitimate pride in 


* These figures do nofc include expenditure on cinchona plantations. Botanical Gardens, or buildings, 
The total expenditure is distributed as follows: — (1914-16). 

Agriculture . . . . . . • .Ks- 54,08,560 Against these cliarges must be set off. 

Veterinary . • . . 22,13,240 receipts amounting to £ 63,217. 

Uo-operative Society . . . . . . • . „ 8,31,480 

t bee an article by Sir G. Paisli in the Journal of the Boyal .Stulistic.u Soiiely, July 1014. 
i Oj). liutta’s Report on Prices' in India, 1912. 

i’or these figures, see the AgriculturabStatisUcs of India, 




i6o 


2 Jerforming certain very common postal services at the lowest cost to the people.* 
Though the postal receipts in the last few years have regularly exceeded the corres- 
ponding expenditure., the policy has been consistently followed of applying the 
excess, if any, to the improvement of the department. The sub-joined table show 
the constant improvement. 


Year. 

Beceipts. 

Charges 

Plus or 

* 

£ 

£ 

£ 

1899-00 . . 

. . 1,308,315 

1,086,258 

122,157 

1900-01 . . 

1,357.156 

■ 1,124,894 

232,262 

1901-02 . . 

1,353,789 

1,185,547 

198,262 

1902-03 . . 

1,429,935 

1,246,863 

163,072 

1903-04 . . 

1,507,153 

1.298,530 

208,623 

1904-05 . . 

1,575.980 

1,366,779 

209,201 

1905-06 . . 

1,651,477 

1,454,602 

196,875 

1906-07 . . 

1,751.146 

1.540,247 

210,899 

1907-OSt .. 

2,830,796 

2,565.745 

265,051 

1908-09 . . 

2.803.717 

2.721,349 

82,368 

1909-10 . . 

2,830,080 

2,753,802 

76,278 

1910-11 . . 

2,994,081 

2,742,045 

252,036 

1911-12 .. 

3.221,704 

2,863,815 

357,889 

1912-13 . . 

. . 3,434,560 

2,894,388 

542,172 

1913-14 . . 

. . 3.598,519 

3,005,156 

593,363 

1914-15 . . 

3.596,973 

3,048,115 

548,858 

1915-16 .. 

, . 3,787,478 

3,149,680 

637,798 

1916-17 . . 

4,174,607 

3.441.387 

733,220 

1917-18 .. 

4,616,619 

3,567,730 

1,048.960 

1918-19 

5,342,967 

3,974,951 

1,368,013 

1919-20 . . 

5,996,800 

4,725,300 

1,271,500 

1920-21 . . 

6.184,200 

.6,073,500 

110,700 


This account, howevei', of the Postal expenditure is incomplete, l^on-effec- 
tive charges, like pensions and rent of buildings, are either not included, or charged 
to other departments like the P. Ti’. D. But this complaint is common through- 
out the financial organisation in India. 


Before 18S3, the Indian Telegraph Department w^as kept strictly separate 
from the Post Ojfice. In that year arrangements were made to make certain Post 
Offices also senm as Telegraph offices. The beginning of a union thus made was 
further considered in 1905, and the accounts, as noted above, began to be shown . 


* The rates of carriage of the following Postal Articles are in India, in the United Kingdom, in Prance 
as folloivs : — 

Post Cards i aima India United Kingdom. Prance. U. S. A. 

Letters Oz. J anna ^ d.=i anna 5 anna 

Letters over J anna ” 1 d=l anna io c=l anna, 

t Tlie fignres are since 1907-0S are for Post Office and Telegraphs combined, while the previous figures 
are for the Post Office esclnsivelj'. 

I The falling ofi in the surplus for the latest j ear under review is due to the recommendations of 
the haceltme committ<e which led to larg* mcwases in the pay, &c. of the postal staff. 



as oue item since 1907-08. In 1910 the two depaitments were reorganised, and 
their circles were made co-terminous. Prom April 1912 the Director- Gereral of 
the Post Office was also made the Director-General of Telegraphs, and the experi- 
ment has since heei completed in the fusion of the two departments into one 
Since 1906 the entire Postal service, including the Telegraphs, has been maintained 
at the cost of the Imperial Revenue, the administrator of the old district Postal 
arrangements, originally vested in district officers, being now entrusted to local 
Postal authorities.* 


The Indian Telegraphs Department, in spite of a very rapid gi’owth of the 
business in the present centuiy, has not yet shown financial results which could be 
compared to the Postal Department. The table in the margin shows its develop- 
ment. But in considering the net 
financial results of the Indian Tele- 
graphs Department, it must be observ- 
ed that (a) a part of the income of the 
Department is absorbed by the Rail- 
ways which despatch a number of pub- 
lic telegrams. The Telegraphs dejjart 
Jiient has not the monopoly of the 
Postal Department, (b) Besides, tlie c.vpenditure on telegraphs includes building 
and stationery charges, as also the non-elfectivc charges of pensions etc. On 
the other hand (c) the Telegraph De])artmcnt account for a considerable amoimt 
of capital outlay, which amounted, from 18.51 to 1911-12 to £7,639,000; but in 
considering the profits of the department no allowance was made until 1918-19 


Receipts. 

Year. 

£ 

Charges. 

£ 

Not result 
plus or 
minus. 

£ 

1801-62 

73,462 

358,223 

—284,771 

1875-76 

3,09,040 

490,624 

—181,584 

1895-96 1,085,940 

897,853 

183,087 

1905-06 

939,854 

1,076,489 

—160,63.5 

1919-20 2,515,323 

1,443,779 

1,071,544 


for the interest on this capital which, at 1 % would account for inore than 
£300,000. In 1919-20 Interest on capital outlay was debited for the first 
time against the revenues of the I’elegraph department and amounted to 
Rs. 54 lakhs, while the capital outlay at the end of the year amounted to 
Rs, 14,67,68,805 f Similar!}- (cl) the annual cliarges of construction, though 


* The operations of the Imperial Post Odlcc also Include those of all the Xatlve States that had no such 
arrangements of their o-an, ns r\ell ns to those, who, like Knshmere, Barodn and Mysore, liave surrenderd 
their independent organisation. 


t Table analj'stng the receipts and cluigcs of the Telegiaph Dept. 1910-20. 


IleCeipts 

Its. 

Sale of stamps for Message 2,81,81,295 

State and Elver Message Eeventie . . . .81,99,500 

Other Telegraph llevenuo .2,10,015 

Eent of wires from Elys 31,42,070 

Kent of Telephones 13,51,489 

Boynltieslrom Telephone Co 1,53,285 

Becovery from Guarantors 40,220 

Sale of boohs, forms, maps, &c 25,943 

Miscellaneous 172,229 

Adjustments 31,95,594 


Payments. 

Jls. 

Payments to Tolegmph Co 72,39,802 

Contiol 7,33,250 

•Vcconnt and Audit Office 3,49,935 

Presidency and District chaiges. 1,01,88,057 

Stationery and Printing 0,71,295 

Store and worksliop charges 1,07, 490*? 

Maintenance of Lines 30,50,54 0 

Adjustment for Bepairs, Pension 

Leave &o 13,38,524 

Interest . . 54,10, 010 


TqU1,...2,80,00,30Q 
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€aj)ital outlay on Indian 
Tclegi-aphs, 

Year. £ 

' 1899-00 158,105 

1904-05 250,500 

1909-10 160,770 

1914-15 191,047 


regarded as a capital outlay, are included in the 
ordinaiy revenue and expenditure account. If we 
add the interest on the capital outlay in connection 
with the telegraph service, the surplus shown in the 
combined account of the Post Office and Telegraphs 
will be substantially reduced in the later years. 


The Post Office and Telegraijh render very considerable services to the C4o 
vernment, the financial measure of which is to be found in the amount of service 
stamps and state messages, included in the revenue side of the account, which 
amounted as follows : — 


Year. 

1899 00 
1904-05 
1909-10 
1914-15 
1919-20 


Service Stamps These payments b)^ the state are only cross entries 

‘>?82 5‘’G public books of account. If these receipts 

31,70,603 were excluded from the account, there would be a 

46 08 522 

distinct deficit in the Indian Post Office and Telegraphs 
94,79,008 Budget. 


As regards the other business, besides conveying letters and parcels, con* 
ducted by the Post Office, we need mention only the Savings Banks and the system 
of Money Crders and A'alue Payable Parcels service. Government Saving Banks 

were established in the Presidency Towns as early as 1833, 
and in the districts in 1870. The Post Office opened 
such Banlcs in 1882-83, and took over the Districts 
Savings Banks in 1886 and the Presidency Savings Bank 
in 1896. The number of depositors has steadily 
grown till they now are in the neighbourhood of 1*5 
million persons, while the deposits reach £ l.D millions. 
Interest Avas allowed on all deposits upto 1905 at 31 per 
cent per annum and since that date at 3 %. The attenyit 
made in that year to attract fixed dejjosits at a slightlj’ 
higher rate of intere.st proved abortive, and Avas 
discontinued in 1911. louring the Avar the desire to 
popularise the various iJublic loans has led to a further 
development of the banking facilities afforded by the 
post office in India, Avhich Avill be more particularly noticed in the section 
dealing AAUth the public debt of India. 


Year. 

1883 

1901- 02 

1902- 03 

1903- 04 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911- 12 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919- 20 


280,000 

7,121,415 

7,614,369 

8,222,448 

8,938,008 

9,328,417 

9,844,653 

10,120,956 

10,166,101 

10,578,119 

11,279,216 

12,599,029 

13.741.000 

15.445.000 
9,928,000 

10.214.000 
11,063,600 
11,056,400 
12,548,350 
14,232,308 


The Money=Order system, like the saAungs banks, is an immitation of the Eng- 
lish practice. It is confined to the remittance of money from one place to another 
at a charge of Be. 1 per 100, a charge far in Oxcess of the banker’s commission for 
inland remittances, wherever proper banking facilities are available in India. 
In 1919-20 nearly 39 million Money Orders were issued, remitting 870| lakhs 
of rupees, Avithout including the foreign Money Orders amounting to over 10 
million sterling in value. The Post Office derived a revenue of Es. 96,46,084 from 
this, business in 1919-20. The only improvement on the English model is the 
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introduction of the Value Payable Parcel System, under which the Post Office 
undertakes to collect the price of parcels sent through post from "the buyers. 
But the system, though an improvement, loses much of its value owing to the 
Uniitatiozi of 12 lbs. on parcel weight and also owing to its being confined 
to India exclusively/^ The carriage of Insured articles accounted for nearly 4r 
million fetters and parcels in 1919-20 aggregating in value Rs. 13*30 crores. The 
value payable parcels numbered 11| million and v/ere valued at 19*87 crores. 

As already observed, the Indian Government prides itself on the lowness of 
the charge in connection with the Post Office. The inland post card has been 
sold since its introduction in 1879 at ^ anna, while the inland letter has been char- 
ged at 2 anna. The weight carried for 1 anna was -I tola between 1869 and 1905, 
tola between 1905 and 1907, and 1 tola or 2/5 of an oz. since that date. The 
one anna weight was raised in 1907 from 1 1 tola to 10 tolas. Since 1908 the news- 
paper rates were reduced by half, being now 8 tolas for anna, 40 tolas for -| 
anna, and extra J anna for every additional 41) tolas or fraction thereof. Inland 
parcel rate was reduced b)'. half in 1907, while one anna for I oz. rate applies to all 
letters to England, the British possessions and EgjTpt. The telegraph rates 
wei-e of three classes prior to 1909 : Ordinary, Urgent and Deferred, the ordi- 
nary being (1883-1903) 1 rupee minimum, or 1 anna per word, the urgent being 
double; and deferred half, the ordinary charges. On 1904-05 a deferred telegram 
of 10 words for annas 4 was introduced, additional words being charged at 1 anna 
each as before. In 1909 the deferred rates werb abolished, and the two classes 
of ordinary and express established, the former being charged 6 annas for 12 
^vords, and | anna extra for each additional word, the latter one rupee and one 
anna respectively. Special rates are allowed for press telegrams and facilities 
have, since 1912, been introduced, for those who cannot avail themselves of codes, 
for deferred telegrams in plain language at half the usual rates between India- and 
the United kindgom or the British Possessions. 

All these rates have been substantially increased during the late War. It is 
hoped that with the restoration of peace this tax on communication would 
disappear.! 

The telephone service in India is in private hands, but the Wireless telegraph}’’ 
is in the hands of the State. For the telephone the Government obtain a royalty 
amounting in 1914-15 to Rs. 91,394 in addition to Rs. 8,77,492 being rent of 
telephones' 

The Post Office in India has great possibilities as a revenue department, with- 
out adding in the least to the tax on communications. So far the department has 
been administered perfunctorily on the English model, the Indian Govern- 
ment taking credit only for its relatively low rates as an improvement. (1) We, 
in India, have introduced none of those labour — saving appliances which, like 


t extended to the United Kingdom. 

7 Xne Uudget of 1981-23 proposes to jncrease these charges still further. 
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tlie automatic . stamp . selling machine, while affording a more regular and con- 
tinous service to the public, reduce very considerably the charges of the Depart- 
ment. (2) Our Postal Parcels service, in spite of a very considerable system of 
State and Guaranteed Kailways, is limited to 11 or 12 lbs. to the great inconveni- 
ence of the public and considerable loss of revenue to the State. The limit on the 
weight of parcels was intelligible when they liad to be carried by runners or 
vehicles driven by animals. But in tliese days of i-aiiways, the limit is harmful 
alike to the State and the public. There is no doubt that the State would gain 
considerably if the limit were raised to 1 cwt. or even to 1 maund of 82 ibs. even 
though the charges were levied uniformly according to weight alone and irres- 
pective of distances. With the one maund limit, thei-e ought to be an addition 
of about a million pounds met to tlie postal revenues, at the most moderate cal- 
culations. (3) The Post Office Savings Panics impose rules on their depositors 
alike vaxious and uneconomical as to the interest allowed, the time for Avith- 
drawal, the maxunum and minimum interest allowable etc. There is no reason 
why the deposits may not be doubled with proper attractions and facilities. And 
if the most profitable employment of the money thus obtained is carefully thought 
out, the Government might remove from their shoulders the dead wei-rhf. of 
this floating debt, Avithout reducing by an iota the safety of the depositor' *"on a 
total deposit of Rs. 50 crores the 4 o/^ rate would mean'a charge of 2 crore * but 
the money handed over to a State Banlc Avould yield at least 6 0 /, if „ot more 
and thus afford a practical saving to the State of 1 crore at tlie same time that 
the public gets better interest. (4) Tlie introduction of the system of the Postal 
Cheque may well be suggested in this connection. It Avould veiy much cheapen 
the inland remittance, and yet add to the income of the State. The Monev 
Order receipts now amount to nearly a crore of rupees. If this service is con- 
tinued and a special Postal Cheque introduced for the benefit of the depositors, not 
only would the deposits increase jn amount and their balance more substantial 
and more regular, but the addition to the .stamp revenues and remittance charges 
at I- the present rate would be considerable. At 1 % the present income to the. 
State means remittances of 90 crores. If lialf this amount is added to the deposits, 
that would mean Rs. 40 crores in current amount, on Avhich the interest difference 
would alone. add to the public income 2 crores. The additional charge for the 
serAuce would barely add 5 lacs to clerical and similar establishments. Lastly (5) ‘ 
the post office has a very large field for development as Insurance Agency to the 
public at large. The private insurance companies noAvTevy a tax of several crores 
even in such a baclcAvard country as India Avhere Insurance benefits are so little 
understood. The State Avould afford a much better security to the assured than ' 
the private company, intent on finding every subterfuge or legal trickery to evade 
or reduce its liability even if the charges are identical.f If all these changes are 
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XXXII.— PORTS AND PILOTAGE. 

The Ports and Pilotages charges consist of the marginally noted items which 
hardly call for any comment. 

Charges 1914-15. Rs. 

1. Salaries and allowances 3,32,314 

2. Purchase of marine stores 

and coal . , . . 7,37,775 

3. Pilotage and establish- 

ment . . . . 7,27,775 

4. Ports and Pilotage . . 3,78,506 

5. Other charges . . , . 9,63,573 

6. Charges in England 

In connection with the charges of Civil Buildings, we may observe that the 
outlay in connection with the New Delhi .was defrayed out of current revenues. 
The late Mr. Gokhale was against this course and advocated that the expenditure 
be treated as a capital charge, which should be met from the borrowed monev 
As the works cannot be called productive, it would be difficult to sustain this 
contention on sound financial grounds. 


Receipts. 1914-15 

1. Pilotage dues . . ... 

2. Sale proceed.'! of vessels 

and .stores . . 

3. Registration fees 

4. Coast dues 


Rs. 

13,14,607 

5,510 

2,27,454 

3,67,644 


Total 


Ps. 21,05,078 



CHAPTBR VI. 


♦ 

EXPENDITURE OF THE GOVERNMENT OF INDIA IN ENGLAND. 


XXXIII.— CONSTITUTIONAL ASPECT. 


T]ie expenditure of tlie Government of India in England — the so-called Home 
Charges, — though alread)^ considered under the General Expenditure, require 
special consideration for special reasons. This expenditure is, (1) in tlie first, 
place outside the control of the Government of India, as it is disbursed by the 
Secretary of State, on account of the Government of India in England. In any 
scheme of economy that the Government of India might desire to introduce this 
large expenditure amounting to nearly 30 million pounds a year — or about 
25 per cent, of the total expenditure of India must necessarily be left out. 
We have discussed elsewhere the constitutional changes that must be made 
in order to bring the whole of the expenditure of India under the control of the 
Government of India. We shall here merely observe that this extra-Indian ex- 
penditure requires special study, as its peculiar character is likely to give rise 
to considerable misunderstanding. The Indian public opinion has, ever since the 
late Mr. Dadabhai Naoroji publislied his book on “ Poverty and Un-British 
rule in India. ” unanimously considered tliese Home Charges as a net loss to India 
without any corresponding return. The pecularity of this expenditure cannot be 
denied by the apologists for the Government of India. But they have strenuously 
endeavoured to show that India receives an equivalent return for the Home 
charges. 


The following table shows the growth of the Home Charges : — 


Year. 

Aiuoiuit. 

Ye.u . 

.Iniount. 

Year. 

Amount- 

18o9-00 

5,042,945 

1880-81 

14,418,980 

1900-01 

17,200,957 

1800-01 

.. 5,394,010 

1881-82 

14,399.083 

1901-02 

17,368,055 

1801-02 

5,209,264 

1882-83 

14,101,201 

1902-03 

18,361,821 

1802-03 

4,943,425 ’ 

188.3-84 

15,030,195 

1903-04 

18,116,471 

1803-01 

. . 4,777,030 

1884-85 

. . 14,100,982 

1904-05 

19,473,757 

1864-0r» 

4,802,401 

1885-80 

.. 14,014,733 

1905-00 

18.617,465 

1805-00 

4,981,185 

1886-87 

. . 14,409,949 

1906-07 

19,0.8,408 

1800-07 

0,704,602 

1887-88 

15.389,065 

1907-08 

18,487,207 

1867-08 

6,852,419 

1888-89 

. . 14 983 221 

1008-09 

18 925 159 

1808-60 

7 951 180 

1889-90 

14 848 923 

1909-10 

19 122,916 

1869-70 

7,677,850 

1890-91 

. , la,j08,875 

1910-11 

19,581,563 

1870-71 

8,018,253 

1891-92 

. . 15,974,699 

1911-12 

19,957,657 

1871-72 

7,758,353 

1892-93 

16,334,541 

1912-13 

20,279,572 

1872-73 

7,916,869 

1893-94 

. . 15,826,815 

1913-14 

20,311,673 

1873-74 

7,035,463 

1894-95 

. . 15,707,367 

1914-15 

20,208.598 

1874-73 

7,888,817 

1895-90 

15 003 370 

1915-10 

' 20,109 094 

1875-70 

7 902 340 

1896-97 

, . 15 795 836 

1916-17 

21,145 627 

1876-77 

. . 13 229,640 

1897-98 

, . 10,198,203 

1917-18 

26,065,057 

24,034,80011.1: 

1877-78 

. . 13,750,478 

1898-99 

10,303,197 

1918-19 

1878- 79 

1879- 80 

. . 13,847,219 

. . 14,543,277 

1899-00 

. . 16,392,804 

1919-20 

24,676,700B.E 



THE FOLLOWING ITEMS MAKE UP THE TOTAL OF HOME CHARGES. 
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We shall state and examine briefly these two views below. ’ Another reason 
whiqh makes the study of the Home Charges interesting is the connection of that 
expenditure with the .Ciu-rency organisation of India. From 1873 to 1899 the con 
tinuous fall in the gold value of the rupee was most clearly brought home to the 
Government of India owing to their heavy obligations in gold. The fall of a single 
penny in the value of a rupee meant an additional charge of one crore of rupees 
on the Indian expenditure. All throughout that period the Government of India 
were intensely anxious to minimize their extreme difficulties. Even after the 
settlement of this, question the disbursements of the Government of India in 
England have kept up their importance in connection with the regulation of the 
Indian Currency system. In another chapter, we have examined this connection 
more fully. 

XXXIV,— ANALYSIS OF THE HOME CHARGES. 

Leaving out of account the minor groups or items the total estimated Home 
Charges of £21,676,700 for 1919-20 may be considered under the following divisions:- 


1. Interest 

2. Army charges 

3. Railway revenue % 

4. hliscellaneous Civil charges 
Civil Administration 

6. Miscellaneous 


. . £ 7,819,900 
. . £ 7,061,000 
. . £ 5,726,500 
. . £ 2,446,000 
.. £ 704,100 

.. £ 919,200 


Of these items Interest on Debt may be split up as in the next preceding 
table into that on ordinar}^, unproductive debt and that on productive debt. 
Before the War, the ordinary charge was 40 per cent, of the total charge, but 
owing to the increased charges on the large War Loans that item has grown consi- 
derably in the last fi.ve years. It will be more fully treated of in another chapter. 

We have already discussed the Military charges incurred in England. The 
Railway charges consist of (a) Interest on capital borrowed for State Railways 
(b) Annuities by which some lines are being acquired by the Government and (c) 
the profits of the Guaranteed Companies. The Railway and Irrigation expendi- 
ture is dealt with in the section dealing with Revenues. 

Payments in connection with the Civil Departments in India, include Postal 
and Telegraphic subsidies, allowances to Indian Civil Service Candidates, 
examination fees, maintenance of lunatics &c. The charges of the Indian Office, 
considered by Indian public opinion to be more fitly chargeable on the British 
Exchequer, have already been considered under General Administration, as also the 
Pensions and Furlough &c. charges. 


All these Home Charges are, since 1899, in normal circumstances, met from 
the proceeds of the Council Bills sold in England on India. As the exports of 
India are always in excess of her imports, the foreigners must remit to India the 
22 



net value of tHs excess. To do so, they buy bills on India offered by the Seore* 
i^ary of State for sale, and the proceeds are applied for the payment of 'the Home 
Charges. The buyers send the Bills to India where they are cashed at the Indian 
Govermnent Treasuries. As regards the Indian Exchequer the result is, therefore, 
the same as if the amount had been directly remitted to England. Before the 
Indian Mints were closed to the free coinage of silver, the price which the 
Secretary of State obtained for his Bills, was determined by the gold value of 
silver bullion. If bills were offered at a rate less than the market rate of silver, 
importers could adopt the alternative of purchasing bullion and sending it to India. 
Until 1871-1872 the gold value of the rupee had, except in one year, always 
exceeded 22d. The increasing production of silver and its reduced employment 
for monetary purposes due to the ciu’rency policy of Germany and other countries 
led to fluctuations with a constant domiward tendency until in 1895 it reached 
the lowest price of little more than 13 d — Re. 1. As the price of silver fell, the 
Secretary of State obtained worse and worse terms for his bills, or in other words, the 
Gova'nment of India had to pay a continually increasing toll to meet the sterling 
expenditure in England. Thus rose the principal, though not the only, cause 
of the loss by exchange. The changes in the Currency system adopted in 1899, 
and discussed in another chapter, resulted in stabilising the value of the rupee 
allowing for very slight variation on either .side of 16d. These limits were firmly 
maintained until the end of 1916. A good deal of financial embarrassment and 
instability, wliich was so characteristic of the Indian finance in the last three 
decades the nineteenth Century, was thus removed. At the present time the sale, 
of Council Bills is necessarily connected with the amount of expenditure incurred 
in England and chargeable to the revenue of India. The constant growth of the 
Home Charges has occasioned much anxiety not only because it is a very great 
burden on the Indian revenue and outside the control of the Government of India, 
but also because so long as this heavy charge is maintained, there would be no 
possibility of increasing the expenditure of the Government of India on the more 
necessary items of Education or Sanitation, or the economic development of 
the coimtry. 

XXXV.— THE DRAIN. 

.The most important problem in connection with the expenditure of the Govern- 
ment of India in England is the question whether the amount of the Home Charges 
represent a tribute levied by England from India. Is it an “ Economic Drain ” ? 
At first sight it would appear that 30 millions of pounds or so spent every year in 
England brings no correspondent benefit, and that therefore it represents the 
amount of the Drain frofli India, due to the Political connection between England 
and India. If, however, we examine the question more thoroughly, we find that 
the trade of India has invariably shown the phenomenon of an invariable excess 
qI exports over imports. The excess of exports over imports is not any indica- 
tion of the economic position of the country concerned. Before we - cab -strike 



a propo' balance of trade in favour of or against any country vro must reracmbct 
that there are several items which do not figure at first sight in the amounts of 
exports or imports. Thus, for examplcj the loans raised by one coimtr}' abroad 
until converted into merchandise would nob be recorded in the trade returns as also 
the annual interest on these loans paid by the debtor countrj’- to the creditor coun- 
tr}^. Similarly the earnings of native merchants living abroad, and foreign mer- 
chants living witliin, a country as well as the expenses of foreigners unthin a countr}’ 
and of its own citizens abroad, must also be included before a correct balance can 
be struck. The services rendered by ships would also usually escajje enumera- 
tion in the ordinary trade returns. On the whole, however, it will be true to sa}’' 
that ultimately all these items would be accounted for in one way or another under 
the trade returns. And we may therefore take the excess of exports as a good in 
dication of the extent of the favourable or unfavourable balance of international 
indebtedness of that country. 

On this basis we find the following tabic summing up all the available factors 
affecting the argument .• — 


Year. 

Excess of 
Exports. 

Home charges 

Increase of 
Indebtedness. 


£ 

£ 

£ 

1899-00 . 

. . 13,841,000 

16,392,846 

224,201 

1900-01 . 

. . 10,983,000 

17,220,957 

9,290,978 

1901-02 . . 

. . 17,999,000 

17,368,655 

871,711 

1902-03 . . 

. . 18,570,811 

18,361,821 

510,829 

1903-04 . . 

. 24,893,640 

18,146,472 

750,417 

1901-05 . . 

. . - 20,227,966 

19,473,757 

158,653 

1905-06 . . 

. . . 22,360,581 

18,617,465 

13,570,245 

1906-07 . 1 • • 

.. -13,950,598 

19,028,408 

1,061,195 

1907-08,,.-.. 

2,667,904 

18,487,267 

8,962,440 

1908-09 . . 

5,228,263 

18,925,159 

4,492,295 

1909-10 . . 

. . 22,794,990 

19,122,916 

9,132,542 

1910-11 .. 

. . 27,223,910 

19,581,563 

7,892,424 

1911-12 

. . 29,097,946 

19,967,657 

488,262 

1912-13 . . 

. 26,685,000 

20,279,572 

692,596 

1913-14 .. 

. . 23,053,000 

20,311,673 

1,114,436 ■ 

1914-15 

. . 16,797,066 

20,208,598 

874,399 


Leaving out of account the figures for the War years, as being abnormal, wc 
find the net excessof exports in fifteen years amounting to £296,45-1,675, while the 
total of the Home Charges during the same period was £ 322,534,786. The total 
debt incurred in that period in England, allowing for tbe repayment of debt, was 
£ 50,941,551 . Deducting the amount borrowed from the figure of tlie Home Cliarges 
since the loans raised in England would be equally available for the payment of 



tile Some cliarges, we find the total of the cliarge payable from the current revenues 
to be £ 271,159,323 which deducted from the total figure of the net excess of ex- 
ports leaves about £ 24,461,1:40 to be accoirnted for. We may take that figure to 
represent the remittances of the English private gentlemen resident in India and 
able to show a margin of profit on their annual operations, Avhich they remit to 
England. It would not be very inaccurate if we take the annual figure by which 
India is drained to be about £ 20 millions or 30 crores of rupees. ] t has been argued 
that the figure of net excess of exports is not quite properly taken to show the dis- 
advantage to India, as that figure includes tlie Impoits of Stores on Government 
Account. These stores are charged against the revenues and are as such included 
in the Home Charges. But as India presumably received an equivalent the amount 
of the stores it ought to be deducted.* This leaves the net drain to be still over 
£15 million. 

As already observed the Indian public opinion consideis this amount to re- . 
present the annual tribute exacted from India owing to her political dependence 
on England, and consequcntlj’- the measure of the annual improverishment of this 
country. The apologists of the present Government have endeavoured to show, 
by plausible arguments, that the assumed drain either does not exist, or is made 
up for by the equivalent in goods or services received by India in return. We 
shall examine below briefly the main contentions on cither side.t 


(1) The charges paid by way of interest on capital borrowed constitute tlie 
most important item of the Home Charges. These charges, it could be argued be- 
fore the recent War, consisted of the retxirn to a large degree, on capital invested in 
India in productive enterprises lilce the Bailways and Irrigation Works. They 
must be paid if the resources of India are to bo developed and India is to take her 
rightful place among the nations of the world in matters of Industrial activity. 
As Indian capital is either inadequate or unwilling to be invested in these projects 
foreign capital must be raised for the purpose and interest on such capital is no- 
thing but a legitimate economic return, which should not be classed as Drain from 
India. India is by no means the only country in this predicament. Besides, the 
advantages of such borrowed capital are not confined to a development of the 
national resources ; the increased amount of empl oyment and consequently in- 
creased earnings add to the wealths of the people in all classes. Apart from 
capital borrowed on Government guarantee (which alone figures in the Home 
Charges proper) private cajutal invested in India iH such industries as tea or jute 
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The net ijiipoitant of 
Year. 

1900- 01 

1901- 02 

1902- 03 

1903- 0 1 

1904- 05 

1905- 00 

1906- 07 


these stores amounted to£ 4*3 iniUlou 


£ Y'ear. 

2,844,770 1907-08 

4,554,100 1003-09 

4,300,014 1009-10 

. . 4,707,002 1010-11 

. . 5,017,833 1911-12 

. . 5,041,380 1912-13 

5,884,470 1913-14 


1914-15 


year a total of £05’8 million in 15 years 
£ 

. . 4,343,714 

. . 4,931,501 

.. 3,071,797 

. . 2,484,000 

3.558.000 

3.006.000 

5.283.000 

4.278.000 


of the drain, 
tho other side 


Total .. 05,830,205 

As Mr. Dadabhai XaoiojTs work Is a classic representing tlie Indian point of view .on the question 
rain, Sir T. Morrison’s India in Transition is the most compact and consistent scientific work, giving 
er side. 



perfornvtlie skme service.* The case as it is thus presented is strong enough. But 
we must remember (a) that though the item of interest taken as a whole repre- 
sents the capital invested in this country, not the whole amoimt has been employ- 
ed for developmental purpose exclusively. The portion of interest paid on ordi" 
nary debt and amounting to over £ 2 million before the War is a charge for a wholly 
unproductive purpose. It represents debt incurred mainly for War expenditure 
and Famine Relief, including the heavy legacy of unproductive debt left by the 
East India Gompany.f For the interest paid on this amount, Indian opinion may 
well regard that there is no economic equivalent in return. The establishment of 
a strong good Government is no doubt a blessing; but one of tlie profits of a strong 
Government is to try and reduce this unproductive charges as rapidly as may be. 
Instead, hoAvever, even before the late War, these charges were constantly growing, 
(b) As regards the productive debt, the point may be conceded that there is a 
measureable economic return, but not the whole charge of interest even in this 
case represents a proper development of the country. Apart altogether from the 
rival claims of Irrigation and Railway Works, apart from the long continued 
wastefulness of the Railways in India (which have begun to 3deld a net profit after 
meetihg all the charges only since the beginning of the present century while, 
before that for a half centui’y they were every year a net loss to the countr}’^) we 
must urge that the terms on Avhich this capital has been raised by the Govern- 
ment were unduly unfavourable to the Government, made still more so by the 
fixed rate of exchange during 20 years when exchange was steadily going against 
the Government of India. Moreover, not all the railways have been constructed 
for purposes of the economic development of the land. The Military Railways 
on the frontier, to mention but one example, were for a lohg time a source of heavy 
loss ; and it was only the recent development of the Irrigation works that has 
rendered them at all profitable. This point is more developed elsewhere.J (c) 
Finally the "claim urged on behalf of the Government that its credit has enabled 
India to borrow on relatively easier terms than Avould have been the case if India 
Avere under indigenous rule, and that this saving ought to be regarded as some 
compensation even in the most improductive item, is simply untenable. § In a 
common money-market, such as London was in the last century, everyone who 
borrowed, with a sufficient good credit, ’would obtain the same terms. The pro- 
verbially uncertain Governments of the South African Republics Avere during the 
same period able to borrow at terms not materially different from those off’ered to 

* Cp. India in Transition for an analytical study of the net gain to private foreign capital invested ih 
India' in industrial or commercial projects. 

t See the chapter dealing with the Debt of India Part IV. 

t See the next part of the chapter on public works. 

, § Sans Sir T. Morrison (Cp. Cit). “ England’s credit enabled India to borroAV money much more cheaply 
than she could otherwise do, and as a matter of fact India can and does borrow money much more cheaply 
than Japan, Avhich pays interest from 6 to 8 % on internal loans, and 4i % to 5 % on foreign loans, ..... 
India borrows at 31 % per cent. The gain to India from England, may therefore be expressed as a reduction 
of per cent in the rate at which she has borrowed capital. An additional 2 % on India’s total debt of 
£267,000,000 Avould represent an additional charge of £5,340,000.” Besides the points made in the texts to 
answer this contention, we may here remark that it is somewhat confusing to speak of India’s connection 
with England having benefltted the former in the w’ay suggested. India borrows on her onm credit. The 
English Government has never guaranteed the credit of India, and it may be added the fore-most Anglo- 
Indian flnahciers have all along been against the idea of England propping up India’s credit. See the 
financial statement by Sit J. Strachey, 1879-80. 



India. In fact the Government of India, by creating a precedent of higb guaJan- 
tees at the start, precluded themselves from obtaining better terms in time when 
money was easier. And as these loans were for a long period they could not avail 
themselves of a more permanent decline in the rate of interest as was the case 
between 1875 and 1895. (d) As regards the private capital invested in India by 
foreigners for the development of new industries like tea or jute, the argument 
of increased wealth and employments to Indians would be irresistible if the capi* 
talist wfts restricted to the fixed economic return on his investment. In India the 
opening up of new Industrie's by external capital has all along been conditional 
upon all the best advantages of the new industries being permanently reserved 
for the foreign entreprenem. The anatysis of a Balance sheet of a typical firm 
is unreliable in such an argument as the present, as a scrutiny of the Balance sheet 
does not enable us to determine the amount paid away in salaries to higher offi- 
cials who are almost exclusively non-Indians, the amounts set apart as Eeserves, 
the smns paid as managing commissions &c. The advantage to the Indians 
from the creation of new employment is set off by channels of previous employ- 
ment blocked by the competition of these new ventm’es. And the condition of 
employment, ifjwe are to judge from the perennial disputes and scandals connected 
with the tea industry, are scarcely human. We, cannot therefore, accept in this 
connection the analogy of countries like Japan, or the U. S. A. which also have 
been obliged to develop their local resources by foreign, capital. In these countries 
the capitalist must content himself with the fixed economic return on his invest- 
ment, the control , direction and conduct of the enterprise being in the hands of 
the nationals, and carried on by them under the sovereignty of their states for 
the country’s benefit. Enlightened opinion cannot object to the development 
of our resources by foreign capital if necessary. What it objects to is the per- 
petual mortgage of the national resources to such foreign capitalists, to the control 
which they indirectly obtain of the national industrial policy, to the unreasonable 
conditions of employment to indigenous labour which they offer without fear of 
the interference by the State as guardians of the interests of labour. 

We need scarcely labour the same point with regard to the items of civil and 
military charges. In a self-governing or independent country the_ phenomenon 
would be impossible. There is not even a semblance of justification for these 
charges, which, instead of being progressively reduced, are perenially increased. 
On the whole then we cannot but object to the expenditure of the Government of 
India in England or grounds alike of political jiriuciples administrative conveni- , 
ence, and economic utility, and- must suggest that immediate, effective steps 
be taken progressively to reduce this expenditure by discontinuing the recruit- 
meht for civil and military services outside India, by adopting energetic 
measures for the repayment of our unproductive debt and of the reduction of ' 
all external indebtedness, and by all other such measures as woUld guarantee the 
■ abolition of this charge in time before revolutionary steps of repudiation of 
such obligations, come to be suggested and adopted. 



OF INDIA. 


PART in. 

, — —4 

PUBLIC REVENUE OF THE GOVERNMENT 


CHAPTER I. 


GENERAL CONSIDERATIONS ON THE CHARACTER OF PUBLIC REVENUES. 


XXXVL—NATURE OF PUBLIC REVENUES. 

Before considering the revenues of India, we must understand clearly (a) 
the nature of Public Revenues, (b) the principles which should govern these re- 
venues, (c) the most equitable methods by which public burdens should be appor- 
tioned on the community, (d_) and the different effects of the various kinds of 
these revenues. At the outset of a discussion of the Public Revenues of any state 
these general considerations are necessary as much for the clearer and fuller ap- 
preciation of the subject, as for the great importance of Tax Revenues in the Bud- 
gets of all the leading countries.* We ma}' indeed, be inclined to accept the doc- 
trine of Proudhon that all property is indistinguishable from theft ; we may even 
be induced to accept the Socialist position that the interests of simplicity in Finan- 
ces demand the abolition of the private ownership of the instruments of produc- 
tion, as well as of production by private enterprize, so that in a properly cons- 
tructed state all private incomes would be in^ the form of official salaries, derived 
from an all embracing activity of the State, which should then obtain all the 
surplus from industrial enterprize wliich now goes to the private persons for their 
personal advancement. But even if we be convinced of this position, the exist- 
ing tax-system must nevertheless be studied, and maintained with improvements, 
if for no other reason, in order to realise by this transitional measure of the Tax 
system the veiy ideals of Collectivism. In the following pages the Indian Tax 
system has been analysed and critised, and improvements and additions have 
been suggested according to the maxims and ideals laid down in this chapter. 


* Says Colin, “ For the modern state the tax and the National finances are indissolubly bound tose- 
ther. . . .so long as private property continues to be the fundamental institution in modern society and the 
basis of industry and of the public economy, the tax must also necessarily, continue to be the foundation and 
the corner-stone of the public finance. ” - . , , 

(The Science of finance by Quatev Cohn ; translation by T. B. VebJen Art. 194, p. 290). 
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As the bulk of the Public Eevenues in the leading States ate composed of 
taxes, we shall commence the inqmry by an analysis of the nature of a Tax. 
WHAT IS A TAX ? The definitions collected in the Hoot Note (1) seem all to 
give undue prominence to only to one kind of tax revenues, — the Direct Taxes. 

The clear perception of the burden by the tax-payer which would serve to 
bring out prominently the element of compulsion is possible only in these caxesJ 
but because the relation of the burden is not so clear in taxes upon commodi- 
ties or in charges for services, they are none the less real taxes. Again, though 
it may be conceded that in every case where there is a possibility of obtaining 
a quid pro quo the payment made by the citizen may be rather a price paid for 
utilities purchased than a compulsory contribution irrespective of any benefit 
received, it must be remembered that not in every case of a charge made by the 
State for a real service rendered has the citizen either the power to co-relate the 
amount paid to the utility or service obtained, or the option to forego the payment 
altogether. In almost eveiy case of a public monopoly of any service or utilit 3 >-- 
the Post office of England, the Eailways of Prussia, tlie Tobacco Monopoly of 
Prance and the Vodka monopoly of Eussia — ^the citizen cannot avoid the payment 
of these charges, short of discontinuing altogether his consumption of those utili- 
ties or services ; and as most of these utilities or services are of primary impor- 
tance, the specious alternative of refraining from consumption, though possible 
in theory, is unthinkable in practice. An intelligent and sympathetic govern- 
ment does, indeed, always endeavour to adjust its charges for the monopolised 
utilities or services to their true commercial value, but the retention of the abso- 
lute power by the State to enhance these charges at its will and to suit its own 
emergencies regardless of the true commercial correspondence between the 
price asked and the utility offered, served effectively to distinguish these charges 
from a true commercial valuation. This is apart from the fact that we have no 
means of knowing whether even the initial charges are really fixed according 


1 . Leroy-Beaulieu’s definition: 

“ L’ impot est la contribution exigie de chaqiie dtoyen pour, sa part dans ies dcpenses du Government 
Si cette formule semble trop modesto et trop empirlque on pent rccourira la suivant. L’ Impot eat 
le prix des service que rend, ou g’a rendu, I’etat, il represente en outre la part que cJmquc citoyen, par 
application du principe de la solidarite nationle, doit supporter dans les cliarges de toute sorte et toiite orl- 
gine qui j)esent sur r etat. 

(I’raite de la acience de Finances Vol. 1 p. 151 Edn, 8). 

“ The tax is a contribution exacted from each citizen for his Bljoro of tlie expenses of Government. If 
this formula seems too modest and too empirical we miglit have recourse to tlie following : — A Tax is the 
price of services which the State renders or has rendered ; it represents, besides, the part which each citizen, 
according to the principle of national solidarity, ought to bear in the expenditure of all kinds and of every 
sources which press upon the State. ” 

Definition of Taussig: — , 

“ The essence of a tax, as distinguislied, from other charges by tlie Government, is tlie absence of a direct 
quidpro quo between the tax-payer and the public authority. It follows that a tax is necessarily a compul- 
sory levy. “(Principles of economics. Vol. II Gh. 66 0. 483). 

Definition of Prof: Adams: — 

“ The results of the foregoing analysis, not alone in this chapter but in the previous chapter as well, may 
be summarised in the four follorvlng statements: — 

First : — From the point of view the State a Tax is a source of derivative revenue. 

Second: — ^From the point of view of'administration, a tax is a demand for money by the State in con* 
formity with established legal rules. 

Third : — ^From the point of view of the citizen, a tax is a coerced payment. 

Fourth: — From the point of view of theory, a tax is a contribution from Individual for common bene- 
fit. ” 


(The Science of Finance by H. C. Adams). 

Definition of Prof : Bastable : — 

“ A tax is a compulsory contribution of the wealth of a person or body of persons for the service of th» 
public powers. ” 

(Public Finance p, 262)^ , 



to tlie true conunercial principles. We do not know if the uniform penny 
Postage in England reall}’ represented the true commercial cost of the service 
rendered. Judging merely from the huge pre-war profits of the English Post 
Ofiice it seems to have been much in excess. But the fact that Parliament could 
and did alter these charges for reasons entirely non-commercial is enough, in our 
judgment, to distinguish these charges from prices for services charged on 
commercial principles. A proper definition of taxes would, therefore, include all 
payments made to the state by individuals or corporations, residing within the 
jurisdiction of that State, directly or indirectly, under obvious or imperceptible 
compulsion.* The existing social structine being founded on private property 
and private enterprize^these payments wll necessarily be derived — and, therefore, 
a deduction from — ^private wealth. Such a definition would comprise not only 
the Taxes Direct or Indirect, commonly so-called, but also the so-called Fees and all 
other charges in which the individual must make payment ; in fact, wliere there 
is no real correspondence between the price paid and the utility obtained, no 
real option to obtain from other sources similar benefits by similar payments. 
As the fund made up of the proceeds of sucli cliarges or contributions is held col- 
lectively, and not ear-marked in distinct portions for separate, specific purposes, 
we may add that these payments are made into a common fund for common bene- 
fit. This addition will also serve to emphasise tlic sense of national solidarity 
which is indispensable if the financial .sy.stem is to be well administered.! 


Having cleared our ideas respecting the nature of a tax we shall next dispose 
of briefly some common misapprehensions. Proposals for new taxes or suggestions 
for reform in the existing systems are often questioned on the ground of want 


* • We have used the terms “ Individuals or coriioratious residing within tlie jurisdiction of that State 
in preference to the commonly accepted phrase citizens, in order to indicate that in modern States many 
income and property taxes are paid by citizens, as well as foreign subjects residents or domiciled in the State! 
and of course all consumption taxes by all residents alike. 

r The 'Comparatively wide conception of-taxes accepted above isi it is needless to say, different from 
currently adopted orthodox view regarding the nature of a tax. The distinction commonly drawn between 
Taxes, l-'eos and Charges for services rendered by the-.State.is-not, in our opinion, alw.ays tenable because: — 

(1) The postulate of the .Sovereign authority of the State is inconsistent with the assumption tliat while 
the taxes are independent of any return for payments, fees and other charges are proportioned to the benefit 
received. The fact that (a) tlie State can vary these charges for its omi needs, and (b) that the individual 
has no real option makes tlie so-called fe6s and other charges indistinguishable from taxes. They are all 
practically compulsory payments for the sujiport of the State- 

(2) Tliere is no separate fund — nor distinct objects — ^for taxes on the one liand and fees and commercJal 
charges on the other. They are all paid into one fund and arc collectively utilised for the common benefit 
Tlieir incidence — or exact degree of pressure — is ultimately determined by the collective necessities of the 
State, though in normal times there may be an attempt to bring about some correspondence between the 
service rendered and fees or prices charged. 

(3) The entire revenue system of modern states is essentially transitional, if wo accept the doctrine that 
the State must, in near future, own conduct, and control, on behalf of the community, all means of produc- 
tion, distribution and exchange. Taxation and all proposed radical reform ' in existing tax systems come 
to be regarded more and more as excellent weapons for abridging the period of transition. In proportion 
as a State approaches the realisation of tlie ultimate goal, the old — time distinction between taxes and other 
form of public incomes, even if originally real, would gradually weaken and flnallv disappear. Taxes pro- 
per are compulsory contributions irrespective of the quid pro quo — will come to predominate till they, also, 
are eventually replaced by tlie surplus derived from the industrial and commercial activity of the State — that 
surplus being sufficient for all the expenditure of the State on services not capable of ihonetary returns. 

. (4) The distinction between taxes proper, as they are called, and tlie fees and other charges is sometimes 
sustained on the ground that different principles have to be adopted In levying these various charges. But 
thjs ground Is. fallacious inasmuch as the difference in principles of levying and assessment exists as clearly 
between the Direct and Indirect Taxes, personal and property taxes, properly so called, as between taxes and 
and fees, or taxes and charges for monopoli.sed public services. 

; It must be noted that the conception of the nature of a tax adopted above is not always incompatible 
with the presence in a given revenue system of forms of income which really are not taxes. Tlie Income from 
the Grown lands and Suez Canal shares in the English Budget, the opium revenue in India, the profits of 
camphor monopoly m Japan are instances to the point. The inability of the Individual State to manipulate 
such dues exclusively by its own sovereign authority, and the effectiveness of competitive commercial condi- 
tions in fixing these charges completely distingulghes them from the Tobacco revenue of Erance and Bailwav 
revenue of Prussia. 
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of benefit to any ascertainable class of indiduals. In the Case' of all taxc.s levied 
by tbe Central Government, at least, the attempt to correlate the tax burdens \vith 
benefits received is bound to prove futile. For there is a large class of the com- 
munity in all countries under our existing social system — the infants, the lunatics 
the disabled and the impoverished — who, by the nature of things, are bound to 
obtain very great benefits from the State for which tliey are themselves unable 
to make any contribution. If taxes Avere nothing but jjayments for benefits re- 
ceived, the rich and the strong Avould have to make little or no contribution, 
the poor and the infirm Avould have to bear the entire burden. Moreover, in each 
payment of a tax, the individual making payment is giving a contribution, Jiot only 
for mseful service rendered to him by the State, but also for all the follies and 
errors of contemporary, or previous statesmen, and the consetpieut burdens upon 
the public purse.'’'" So also the idea that the pa Aunent of taxes is a sort of premium 
for insurance against loss of life or property is incompatible with modern notions 
of public finance. Tlie public expenditure for purposes of public security — for 
Police. .Jails, and Courts of Iuav — forms an insignificant fraction of the total e.xpen- 
diture in most modern States. And even if we interpret the phrase public 
security more liberally, and include e.xpejulifure on the Army, the Navy and military 
equipment — expenditure, Avhich in reality, is incurred ratlicr for aggression or, 
at least, the maintenance and preservation of national degnity and prestige 
than for the security at Home of tlie community itself. — we shall find the total of 
such expenditure even in such obAUously Militarist countrie.s as Gerjuany or India 
a fraction of the total public e.xpenditure. The doctrine, indeed, which Avould 
make tax — payments identical Avith insurance premia adopts too narrow a view 
of the functions of the State, HoAvever popular it might have been Avith 
the generation of J. S. Mill and Herbert Spencer, it is now no longer acceptable. 
Besides, even accepting the narrow aucw the analogy of insurance premia is entire- 
ly inapplicable. While the insurance company must rejjlace tl)e article insui’ed 
on its loss or destruction, or give equivalent, the State does not — e.xcept by way 
of special grace — replace or give equivalent for crops destroyed by flood or enemy 
invader. If one citizen is robbed by another the State will pursue and punish the 
thief ; but if he has destro3'cd or consumed the stolen property, the .state Avill not 
replace it. 

XXX VII. THE ASSESSMENT AND APPORTIONMENT OE TAXES. 


The principles governing the assessment of taxes Ave shall discuss Avlien deal- 
ing AAuth each particular kind of taxes under the Indian Bevenue System, since 
they differ very much according to the various kinds of taxes. The question, there- 
fore, that is and must be asked in reference to all taxes ; what Avill be their effects 


* See Roy ReauHeii, op. Clfc. p. 148. 



upon tlie country’s industry, upon tlie national wealth as a whole cannot be dis- 
cussed in this general section. But the question of justice in apportioning the 
burdens of taxation is sufficiently general to be fitly discussed here. The most 
celebrated canon of taxation laid down b_v Adam Smith is : — 

“ The subjects of every state ought to contribute to the support of the Government, 
as nearly as possible, in proportion to their respective abilities.” 

The meaning of the term abilities, used by Smith has been differently interpreted 
by the jmblicists and statemen belonging to the divergent schools of Proportion- 
al Taxation and Progressive Taxation. Under the former case the distribution 
of tax burdens would be made on a .simple mathematical principle of fixing a 
standard to indicate ability, and then demanding a given proportion from each 
individual according to that standard of ability. Whether or not the assumed 
standard of ability indicates tlie real ability of the tax-pa5’’er, the advocate of 
proportional taxation is not concerned with. The system of progressive taxation 
arises from the desire to distribute the tax-burdens so as to bring about an equa- 
lity of the pressure of taxation. This system, more in line with the latest develop- 
ment in the science of economics, tries to bring about an equality of sacrifice and 
'equality of pressure. . Progressive taxation is based on the assumption that the 
utilit}’^ of income (or wealth) decreases as its quantity increases, and that, conse- 
quently, larger incomes, (or wealth) should be taxed at a progressively increasing 
rate. In order to apply the si'stem of progressive taxes with substantial justice 
in practice, we must have a clear indication of what constitutes ability, and how the 
differences in that abilitj' are to be measured. A critical examination of the exist- 
ing tax-.system shows that, generally speaking, three distinct indications of ability 
are accepted by the different countries, viz : (a) Income, (b) Property, (c) Expen- 
diture. 

Income taxes would apparently be the simplesi, and probably the most scien- 
tific, if all incomes were derived from the same sources and under the same con- 
ditions of certainty, regularity, and continuity, had the same burdens to support 
and were of the same magnitude. 

The fact that in all systems where the progressive system is accepted and ap- 
plied to Income Taxes, the Government has to elaborate a complicated system of 
refunds, exceptions or exemptions and discriminations, is sometimes urged as an 
argument to emphasise the impracticability, if not the injustice, of Income 
Taxes under a progressive principle. But tliese difficulties are due, not to the es- 
sential injustice or unwisdom of Income Taxes, but to the inherent vices of the 
existing system of private property and private enterprize. Under the existing 
regime it would perhaps be more accurate to regard the Income Taxes, not so much 
as the embodiment of scientific financiering, as an attempt, crude and temporary 
as it may be, to effect the gradual transition from the regime of private enter- 
prize with the least disturbance. No system of direct taxation of income can be 
Avorked satisfactorily unless this essentially transitory character and the true 
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ultimate aim of bringing about a redistribution of wealth is' realised. Ijogioally 
speaking suck an attempt ought to result in taxation progressing at a rate which 
would absorb all incomes beyond a point which M^oulcl be ample to cover all normal 
and legitimate needs of the recipient, while all incomes under a point necessary to 
support the receipient in a reasonable degree of social comfort and in due, effi- 
ciency should be entirely exempted from such taxes. The fact that nowhere dp 
we find this logical conclusion realised, argues the timidity, self-interest or even 
misapprehension of the taxing authority, and not so much the inherent weakness 
of the suggestion. 

The difficulty in the way of a proper working of a true scientific systejn of 
income taxes has led to the necessity of finding supplementary taxes, Next 
to the taxation of income, the best indication of the ability of the tax-payer is 
his property. Taking land as the oldest and the most important form of property, 
we find Property Taxes as important as they are wide spread and old. But the 
other forms of property are relatively of recent origin, and therefore their taxa- 
tion is not important as that of Land. The difficulties of taxing all forms of pro- 
perty are, if any thing, greater than that of taxing Income. For property is 
frequently in transition from one individual to another, and there is a great risk of 
the tax being evaded in the process of transition. Moreover property of individuals, 
unlike Income, is seldom concentrated in one place. Its vdde dispersion makes 
its successful taxation by a territorially limited authority extremely difficult. And 
whether owing to its frequent transfer or to its dispersion, the possibility of evad- 
ing the tax is very considerable. 

These difficulties in the way of a proper working of the Income and Property 
taxes — or the direct taxation of wealth-^have preserved the otherwise ci'ude, anti- 
quated and uneconomic system of direct taxation on that indication of wealth 
wliich is shown by an individual’s expenditure. Taxes on expenditru'e consist 
chiefly of Excise and Customs duties. As they are, generally spealcing, paid along 
with, and as a part of, the price of the articles of consumption, their burden is 
not really perceived by the actual tax=payer. It must, however, be noted that 
taxes on expenditure are not necessarily or invariably miperceived or indirect 
taxes. The license duties payable on keeping dogs, cycles, carriages and horses, 
men-servants and motor-cars are as direct as any Income tax. As however 
the yield from these latter is never very considerable and as their assessment is 
usually on a fixed scale left to the local governing authorities, public attention 
is chiefly riveted on the limited class of expenditure taxes, comprised in the Ex- 
cise and Customs duties. In their case it should be illusory to maintain that the 
taxing authority can always apportion the tax biuden according to the ability of 
the tax payer. Commodities thus taxed will be necessarily these which, being of 
universal consumption, will yield a considerable revenue. But precisely because 
•they are prime necessaries of life, and therefore of universal consumption, the in- 
dividuals contributing will have to contribute irrespective of:their ability..,- A 
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salt tax, a tea duty, an excise charge must be paid by any one using the article 
taxed, regardless of the power to pay. It is sometimes urged in favom- of these 
expenditure taxes,* that -their essential characteristic is tJiat the faculty on ivhich 
thej^ are based is not one calculated or estimated b}’’ the Exchequer, as in the case 
of Income taxes, but one which the tax-payer imputes- to himself. But the 
plea is sound, if at all, in the case of taxation of luxuries or superfluities. When 
the article taxed is salt or tea, or a piece of clothing which the poorest individual 
must consume, it is absurd to suggest that the individual gives hjs own standard 
of ■ ability. He is, indeed, at liberty to save himself the tax bm-den by not 
using the taxed article ; but so he is at liberty to eat dog's meat, to sleep in a grave- 
yard, to starve to death. Wherever, therefore, taxation of articles of universal 
consumption is practised, the rule is attempted to be observed that this kind of 
taxes should be so framed as would not impair the productive powers of the coimtry. 
But the two aims of getting the largest income for the State from these taxes, and 
keeping up unimpaired the productive powers of the country, are often incom- 
patible. The attempts to reconcile them b}’^ a system of refunds of excise and 
custom duties on the articles once taxed being exported, or of exemption of those 
goods intended to be used as raw materials for manufacturere of goods, are not 
only clumsy in themselves, but often incapable of remedying the harm already 
done. 

Ariother argument in favour of expenditure taxes, which is sometimes urged, 
is concerned with the power of the State, by means of these taxes, to discourage 
harmful consumption. It is on this ground that excise duties in England and 
India are usually defended. But (1) merely to raise the price of an article will 
never, by itself, suffice to put a stop to its cpnsumption however injurious it may be. 
Not only there are classes which cannot possibly be seriously affected by anv 
increase in these taxes, and, therefore, there real burden of such ta.xes will fall 
Avith diisproportionate Aveight on the glass of beer as against a bottle of champagne ; 
but the institution of such duties may often enable the dealers in such articles 
to levy an additional tax for their oAAm profit Avhich can Avell be concealed under 
the charge levied by the State. The large annual income- (2) moreover that some 
States obtain by means of this taxation of injurious consumption exposes the sin- 
cerity of statesmen more than ever to suspicion, Avhen they talk of raising these 
taxes to reduce consumption. They aauII never raise such taxation to the really 
prohibitive limit, even supposing the mere increase in price is effective in prevent- 
ing consumption completely, unless and until there is a radical change in the funda- 
mental principles governing the existing tax system. For the only effective 
AA'ay of regulating consmnption and keeping it AAUthin bounds is to make such 
articles the absolute monopoly of the State, Avhich aauII then control t he maim, 
facture and supply as Avell as prices and sale. Einanlly (3) there may be legiti- 
mate differences of opinion about the real injiuy done to the consumer by specific 

♦ See N. (J. Pierson Principle of Economics Yol. II'..,/. 



articles. Even Opium and Cocaine are useful medicines. Witliin limits tlie consump- 
tion of intoxicating drinks, or tobacco or tea may be quite invigorating. Indis- 
criminate taxation, — and our existing systems can possess very little discrimi- 
nation — only ends in unnecessary resentment, occasionally in serious injury. 


Taxes on consumption, therefore, whether considered collectively, or from the 
particular standpoint of the taxation on injurious consumption, have obvious 
defects. The sj)ecious pretext that the}’^ are automatically adjusted to the 
ability of the tax-payer is impo.ssible to maintain, if we bear in mind the relative 
values of different incomes, apart altogether from the fact that they will not 
reach all forms of income. They involve, moreover, a very costly machinery for 
assessment and collection. The greater the reliance placed in any tax system upon 
such taxes the more numerous will have to be the articles taxed, and therefore the 
more costly the machinery to collect the taxes, to prevent their evasion, to stop 
illicit consumption. The attempts to distinguish between luxuries and necess- 
aries, to institute an elaborate system of refunds and exemptions, to lay special 
emphasis on injurious consumption all confess the radical unsoundness of the 
system they seek to correct. It is fundamentally indefensible to tax the food and 
drink, the clothing and communications of the people. It hampers and often 
misdirects consumption, and generally defeats its own piirjjose. And yet we 
cannot altogether dispense with the taxes on consumption or expenditure taxes, 
until the entire system of obtaining the public revenues is recast. Taxes on expen- 
diture can only be defended on the ground that they serve to obviate the imper- 
fections of the Income and Property taxes, or that at any rate, they all together 
bring about a greater measure of distributive justice in apportioning tax-burdens 
than any one of them singly can. But as consumption charges are usually indirect, 
and, therefore, their effects difficult to trace, as people might conceivably restrict 
consumption and thereby hamper, misdirect or curtail production, the intending 
tax-reformer must seek progressively to reduce and narrow the field of such taxes 
and increase proportionately the direct taxes, xiiitil, ultimately, the community 
comes into its own, and dispenses with taxation altogetlier. 

The preceeding remarks will also apply to a large extent to the question of 
Direct vs. Indirect taxation. The conception of directness in taxation is not 
yet so definitely settled as to render confusion in classification impossible. Le 
Roy Beaulieu opposes the following administrative definition : 


“The direct taxes bear immediately on persons, their possession or enjoyment of wealth 
They are arranged with reference to normal and permanent situation ; they contemplate 
nominative rules. 


» The Indirect Taxes on the contrary, are realised on the ocoasion of a feet, of an act 
of an exchange, as regards the tax payers, they do not contemplate nominative roles, regu- 
larly and periodically established, or realised.” 


by the following scientific definition : — 

“By (means of) Direct Tax the- Legislator intends to touch, immediately and at 

hrst stroke, the true taxpayer iu proportion to his property or income, he must therefore 
eliiiiihate every kind’ of intermediary between the-laxpaj-er and the- Exchequer, and seek 
a rigorous apportionment of the tax to the income or the faculty. ^ 



“By tile Indire Tax the legislator does not think immediately of the tax-payer and 
does not seek to impose a charge strictly proportio (.al to faculties. The true taxpayer he does 
not contemplate to attain except by reflection, by rebound, by repercussion, he places 
intermediaries between the tax payer and the Exchequer, and gives up ( any idea of ) a 
strict apportionment of taxes in particular cases, contenting himself with a rough 
.approximate apportionment.”* 

According to this conception of the difference between Direct and Indirect ■ 
Taxes the case is overwhelming in iaAmur of tlie Direct Taxes. A tax must not, 
it is true, be judged by itself but in conjunction with other taxes ; but even then 
the direct Taxes have some prominent and considerable adx'antages. They seem 
more reasonable and are easy to collect. The temptation to evasion by misde- 
claration of income, of false valuation of property is indeed great ; but it can be 
greatly reduced, if not completely counteracted by such devices as taxing the in- 
come at the source, and valuing estates by expert valuers ixi the public service. 
They admit, moreover, of that sharp, easy, and effective application of the princi- 
ple of progression which is the only means, under existing conditions, of effecting 
a quiet redistribution of wealth in order to off-set the initial disadvantages of the 
existing inequalities. The extent, in fact, to which direct taxes have replaced 
indirect taxes in any country is an unfailing indication of the degree of political 
advance of that country, abandoning the old, unjust, injurious ideas of class taxa- 
tion and class privileges, in favour of the modern, equitable, ideal of equality in the 
rights and burdens of citizenship, and justice — proper distributive justice — between 
man and man. Besides being more just Direct taxes are more elastic and more 
productive. A slight increase in the rate will mean a considerable addition to 
the yield. In the present Avar the yield from direct taxes increased as compared 
to 1913-14, in England by 730%, Avhilc the yield from Indirect Taxes, 
increased by 100 %f 


♦ Le Hoy Beftlieu “ScienccTde I'lnancc Vol. 1 p. 305 Edu. 8.® 

ADAIINISTKATIVE DEEIMTIOK 

“Les iinpots directs portent linniediatement sur les pcrsonues sur la possession ou la joulsoance de la 
i-icliesse ; ils s’ addres.sent .a des suitnations jionnales et pcnnaneiites ; Us coniportent des role noniinatifs. 

Les Iinpots indireets an contrnire,Hont.j)ercu a I’occasion d’un fait d'un acte d’nn echange ; ils ue 
.coinpoftont pas vis-a-vis le contribnable', de.s roIeS noniinatifs regiiliennent et periodoiiuenie etabli oa pereue. 

Par I’linpot direct le leglslateur se propose d' atteliidre linniediatement du ])reniier bond et proportion- 
nellemont a sa fortune on ses revenues le veritable contribnable; U suppriiiie done tout lintermediairc 
entre lui et le fisc, et il clierclic une proportionnalite rigoureuse de 1’ inipot a la fortune ou aux facultes. 

Par L’impot indirect le legislateur ne vise pas iiuniediateiuentle veritable eontribuable et ue clierche 
pas a iui iinposer une charge strictenient proportionnelie a ses facultes; ilne se jiropose d’ atteindre levrai 
eontribuable que par ricochet,- par centre coup, par repercussion; il mete des intennediet, entre hii et 
ie flsec, et renonce a une stricte propoitionnaiite vie Vinipotiians lea cas paTticulieTs, so contenent tV une pro- 
portionnalite approximative en general. ” 


t 

V. K. 



1913-14. 

1914*15. 1015-16. 1910-17. 

1917-18. 


Customs and Excise 
Direct Taxes 

•• 

•• 

.. 74. 

.. 85.95 

In Millions Sterling. 

81.57 120.82 127.20 
108.43 160.26 389.31 

110.03 

603,01 


Ni B. — Leroy Beaulieu maintains (Vol. I op dt ) that the yield from direct taxes is less elastic than 
tliat from Indirect Taxes and iess productive and tries to prove ids contention by reference to the case of 
England. The contention is unreiiabie since. 

(1) In the period selected the extent and operation of direct taxes was very limited in English Pinance. 

(2) Tile changes in the rates were disproportionately different in periods of emergency like the Crimean 
War in tlie Indirect and Direct Taxes ; and hence of course the yield was different. 

(a) The increase in the Indirect Taxes moreover may be an indication not of the Increased ability 
to pay but of increasing population and increasing consumption and so an increasing yield. In the nineteenth 
centiu-y England it is true Increasing population went on side by side with increase in Avealtli but it is not 
true that such will he everywhere the case if reliance is placed on indirect taxes. 

U) Tlie financial maxims of the Victorian Statesmen in England presupposed a conception of State 
so utterly passive that it will now be ahsolurely unacceptable in the most apathetic communities. Com* 
parisons drawn from such period are therefore inapplicable since the conception of the State necessarily 
translates itself into the structure of the financial system. 
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(Che defects of Direct Taxes, as we conceive them, have alread)^ been mentioned 
ahove while discussing taxation of Income and Property. But these disadvan- 
tages, as already observed, necessarily result from the fundamental evils of pri- 
vate property and vested interest. It is the aim of Direct Taxation to remedy 
these evils ; but they may in the first years, and until carried out to their logical 
conclusion, themselves be made responsible for these evils by those who cannot 
or will not admit the radical vices of our existing system. Thus, to mention 
but one instance, it is alleged that the direct taxes do not allow the State to reach 
all classes of wealth, and that, therefore, they exempt a large class from the tax- 
burdens. But the persons exempted from the operation of the Income and Pro- 
perty Taxes are precisely those who have little or no wealth which can be taxed, 
and which would yet permit them to lead a descent, human existence. To at- 
tempt to bring such persons under the pressure of taxation, in the belief of neces- 
sity of making every individual contribute towards the maintcna.nce of the State- 
or with a view of a more equitable distribution of tax biudens, by means of indi- 
rect taxes on food or drink or clothing or conveniences, is to levy charges for those 
who cannot support them, and thus to intensify the. original injustice. 

As against the Direct Taxes, the Indirect Taxes have certain disadvantages. 
The}'’ can never be proportioned to the real ability of the tax-payer. The attempts 
to obviate this defect by seeking to tax luxuries in preference to necessaries, or 
by introducing considerations of quality are all futile, as shown above while dealing 
with Expenditure Taxes. They are, moreover, bound to be an impediment in the 
way of Industrial development, even when they do not end in a hopeless mis- 
direction or perversion of a community’s material resources. As a rule they cause 
an artificial distribution of industry, and Avill naturally favour large scale produc- 
tion to the injury of the small production. The tale of modern tariffs is too ob- 
vious a confession of incompetence to need further elaborate demonstration. 
Tariffs may, indeed, undei’ peculiar circiunstances be necessary to overcome a 
period of initial disadvantages. But their retention beyond the day when those 
earl}'- disadvantages are overcome is absolutely indefensible, and leads inevitably, 
to an artificial distribution of industry. And, though this is a reason derived 
from the technique of tax administration, it must be mentioned, that the Indirect 
Taxes are costly to collect, not only because they require a Avell paid, widely spread 
staff for collection ; but much more because of the withdrawal of such a large num- 
ber of young persons from the more productive enterprize. The loss sustained in 
the actual pay given to such tax collectors, rent of offices and other establishment 
charges can be easily calculated ; but the loss to national wealth by their withdraw- 
al from productive industry i^s impossible to calculate. In face of these disadvan- 
tages the alleged advantages of Indirect Taxes : — That they are less felt, less 
Unpopular, more voluntarily paid, can all be easily discounted. Even admitting 
that they are less felt — ^it is doubtful if the change in the price of sugar or tea 
or cigarettes will not be felt and perceived by people of Ioav incomes — that is scar- 
cely an advantage in countries whose governments are based on the democratic 
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principle. The advantage of Indirect Taxation to alien or autocratic Govern 
ments, anxious to obtain the greatest revenue with the least realisation of the 
burdens, is, of course, indisputable. Their alleged unpopularity must be, and ean 
only be, accounted for by the intense conservatism of the average individual who 
i^egards all old burdens as good burdens in spite of their obviously detrimental 
effects ; and as these indirect taxes are old standing, they are, of course, less un- 
popular. The fact of their being paid voluntarily may be doubted, though the 
allegation that they are paid unconsciously may pass muster. The attempt to 
escape payment by altering or reducing consumption may prove ultimately 
injurious in the interests of national efficiency 

The following grouping of the Direct and Indirect Taxes is taken from the 
well known authorities : — 


Le Roy Beaulieu’s 
Classification. 


Bastable’s classification of Primary 
and Secondary Taxes. 

(Op. Git. p. 280.) 


Direct Taxes . 

Income Tax 
Land Tax 
Tax on Persons 
iSuccession duties 
Donation duties 

License Duties on carriages, horses 
dogs, men-servants &c. 


Primary Taxes. 

Taxes on land, on business and capital, 
on Persons and labourers’ earnings (Com- 
bination of tliese give the general Income 
and Property Taxes.) 


Indirect Taxes. Secondary Taxes. 

Taxes on commodities and articles Taxes on commodities (Excise and Customs) 
of consumption Taxes on communications and Transport 

Stamps Taxes on commerce and legal transac- 

Registration dues. tions. 

Taxes on transfer of property. 

Succession duties. 


We have given in the next article the grouping of the Indian Revenues, follow- 
ing as closely as is possible under the circumstances, the scientific principle? of 
distinction. 
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OHAFTE>R II, 


« 

XXXVIII. CLASSIFICATION OF THE INDIAN REVENUES, 


The revenues of India are derived from the following sources : 


Heads of Revenue 

Accounts 

1915-16. 

Revised 

Estimate 

1916-17 

Budget 

Estimate. 

1917-18. 



£ 

1 

£ 

£ 

Principal Heads of Revenue 




I. 

Land Revenue. 

22,031,161 

22,063,500 

22,261,500 

II. 

Opium, 

1,913,554 

3,153,100 

3,389,300 

III. 

Salt, 

3,647,587 

4,785,900 

3,972,900 

IV. 

Stamps. 

6,433,632 

5,820,900 

5,965,400 

V. 

Excise. 

8,632,209 

9,152,600 

9,291,700 

VI. 

Provincial Rates 

41,845 

30,500 

27,600 

VII.’ 

Customs. 

5,873,886 

8,669,100 

9,394,800 

VIII. 

Income Tax. . . 

2,090,109 

.3,568,100 

5,109,300 

IX. 

Forest. 

2,074,425 

2,294,900 

2,246,700 

X. 

Registration. . . 

518,879 

541,900 

654,300 

XI. 

Tributes from the Native 





States, 

609,128 

604,100 

617,000 


Total . . 

152,866,376 

60,684,500 

62,830,500 

XTI. 

Interest. 

1,096,417 

1,110,100 

2,095,700 

XIII. 

Posts and Telegraphs, 

3,787,478 

4,176,700 

4,345,700 

XIV. 

Mint. 

101,918 

624,600 

139,100 

Receipts by Civil Departments : — 




XV. 

Law & Justice (Court Jails). 

413,545 

■ 415,600 

419,600 

XVI. 

Police. . . ' . , ! , 

299,225 

332,800 

331,600 

XVII. 

Ports and Pilotage. . . 

125,394 

119,700 

117,500 

XVIII. 

Education. , , . . . , 

295,036 

. 299,300 

306,300 



xSy 


XIXA. 

• 

Medical. 

77,218 

82,200 

80,900 

XIXB. 

Sanitation. . . 

16,057 

27,900 

20,100 

XXA. 

Agricultme 

78,265 

87,600 

102,700 

XXB. 

Scientific & Miscellaneous 
Departments. 

131,735 

175,500 

192,100 


Total . . 

1,579,901 

1,691,100 

1,706,300 

Miscellaneous : — 

XXII. Receipts in aid of Superan- 
nuation &c. 

213,927 

218,600 

216,100 

XXIII. 

Stationery and Printing. . . 

89,131 

92,100 

86,900 

XXIV. 

Exchange, 

71,251 

119,700 

. . . • 

XXV. 

Miscellaneous. 

302,173 

319,100 

110,000 


Total 

679,188 

806,500 

713,000 


Heads of Revenue. 

Accoimts 

1915-16 

Revised 

Estimate 

1916-17. 

Budget 

Estimate 

1917-18. 

Railways : — 

XXVI. State Railways (Gross Re- 

£ 

£ 

£ 

ceipts). 

38,176,193 

11,681,500 

11,839,200 

Deduct Working Expenses . . 

Surplus profits paid to the Companies 

19,686,677 

20,010,000 

20,900,000 

Etc. 

603,827 

758,800 

780,000 

Net Receipts 

17,885,689 

20,882,700 

20,159,200 


XXVIll. Subsidised Companies (Go- 
vernment share of Surplus pro- 
fits and Repayment of Advan- 


ces of Interest) 

91,111 

98,900 

93,800 

Total . . 

17,997,103 

20,981,600 

20,253,000 

Irrigation : — 




XXIX. Major works Direct Receipts. 

2,737,991 

2,920,500 

2,972,200 

Portion of Land Revenue due to 




Irrigation . * 

1,773,720 

1,753,600 

1.858,200 

XXX. Minor works and Navigation. 

267,368 

303,100 

291,900 

Total , . . . 

1,779,079 

1,979,500 

5,125,300 


Total 
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Oilier Public Works. 


XXXL Civil Works 

304,035 . 

306,800 

285,200 

Alilifary Receipts : — 

XXXII. Army Effective 

Non Effective 

816,434 
123,509 . 

897,500 

122,400 

863,900 

122,400 

Total 

939,943 

1,019,900 

986,300 

XXXIIL Marine 

XXXIV. Military Works . . . . 

223,263 

78,574 

373,200 

76,700 

260,000 

80,000 

Total . . 

- 1,241,740 

1,407,800 

1,327,100 

Total Revenue . 

84,413,370 

96,834,500 

98,850,900 


XXXIX. 


They may be convenient!}^ Tividecl into the following main groups : 

(1) Land Revenue : — This must stand as a group by itself not only 
because of its importance financially spealdng inasmuch as one fourth of the 
total revenues are obtained from land, as also because the process of obtaining 
the revenue from land is connected with the principal controversies in Indian 
Finance. .Whether Land Revenue is a tax or an Income from public domain : 
whether it ought to be fixed permanently or temporarily ; whether it should be 
collected from large land-owners or small tenants ; whether it should be collected 
in kind or in cash; are all interesting .questions, the solution of which concerns most 
intimately the national wealth of India. Agriculture being the principal, if not 
the only, som'ce of the living for the people of India, the policy in connection 
with the Land Revenue is as important to the peojfie as to the Government. 


(2) The next group will include public income from Taxation. Adopting 
for the sake of convenience .the common division of tax revenues, we may fm’ther 
Sub-divide the group into (a) Income from Direct Taxes and (b) that from Indirect 
Taxes. The former include all those taxes paid directly by the tax-payer to the 
Government without any possibility for him to transfer the burden of his 
taxe! to some one else. Under this definition the Income and other 
assessed Taxes and Provincial rates would have to be regarded as Direct Taxes. 
Land Revenue, Avhich Ave have classed apart, Avould furnish another instance of a 

I 

direct tax. The Indirect Taxes are. by implication of the foregoing definition, 


The Total Revenue of India were divided in the first 

1. Land Sayer and Abkari Revenue 

2. Customs 

8. Salt 

4. Opium 

5. Miscellaneous 

6. Railway Tratflc Receipts 


Budget as follows ; — 

..Rs. 21,00,05,980 

2,68,07,030 

„ 3,78,20,400 

.. „ 6,06,61,220 

.. „ 4,17,67.370 

33,07,000 


Total 


• 38,03,69,090 
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tfliose which permit the original tax-pa 5 mr to shift his burden these in India 
comprise the Salt revenue, and the revenue from Excise ; Customs Revenue, 
Stamps and Registration Receipts. 

(3) The next head is somewhat peculiar. We include in that group all reve- 
nues from public monopolies like Forests and Opium. At first sight Revenue 
from the sale of opium appears akin to Salt Revenue or Excise. As a matter of 
fact a considerable portion of the revenue derived from the consumption of 
opium mthin the country is credited in the Public Accounts under the head of 
Excise. But the general principles of cultivating poppy, of manufactmung opium 
and selling it, are so peculiar : and the State in India has such a complete control 
over these processes that we cannot simply class the entire Opium Revenue as a 
branch of Excise Revenue. Besides, Opium Revenue is essentially not a Tax 
Revenue at all. Between 1857 and 1907 the bulk of that revenue was derived 
from the auction sales of the opium grown and manufactured as a monopoly by the 
Government of India ; and though that position has materialh' altered within the 
last ten vears or more, the main princijde of monopoly still endures. So also as 
regards Forests. It is possible to group Land Revenue and the Income from 
Forests together. But owing to a controver.s}’- as regards the ultimate ownershijj 
of laud in India, we have shrunk from adopting a classification which might sug- 
gest an unreasoning bias in favour of one side of the controvers}’. All the same 
Forests constitute a magnificent public monopoly, the treatment of which and the 
methods of raising Income from which will be discussed in the appropriate place. 
The onlj’ reason we need add here for grouping the revenues from Opium and Forests 
together is the somewhat anomalous character of each of these items, and their 
resemblance in fact to a monopoly. 

(4) The fourth group includes income from all commercial services : Railways 
Irrigation Works and other Public Works, Post Office and Telegraphs and the 
Mint. As regards the last item the receipts and charges in connection with it 
are not very important, except possibly historically. We shall have occasion to 
speak of the policy in connection, with the Mint in the Section dealing with the 
Currency and Finance of the country. The receipts in connection with the Post 
and Telegraphs, though not much in excess of the charges for the same, are capable, 
as already hinted at, of considerable increase ; and we shall suggest still more fully 
the directions in which a more’ profitable use of these departments can be made. 
The most important items of this group, therefore, are the receipts from Railways 
and Irrigation Works, which are financially more and more important every yearj 
and which have a most vital bearing on the national wealth of the coimtry. 

(5) In the next class we’ may include all the miscellaneous Receipts and De* 
partmental Income, Civil and Military. We may also add to this the income from 
Tributes which could not logically .be included under an}’ one of our previous 
catagories. • Essentially a political charge, the tributes would, mider no conceiv- 
•able system of classification on an economic or financial basis, lend themselves 



to an easy grouping. The total income from Tributes is nearly a ci'ore of rupees 
representing less than one per cent, of tbe entire income of tbe Government of 
India. 

(6) Our classification has so far left out the important item of Interest. The 
income derived from interest on loans made to Native States, Provincial Govern- 
ments, or other Local Governing bodies, amomited in 1915-16 to £1,096,116 or 
nearly 165 lacs of Rupees. Against this income we must set off the much larger 
figure of intei'est payable by the Government of India on its numerous financial 
obligations. As the subject is one not purely of revenue, we have thought it more 
appropriate to discuss it in one place under the general discussion of the National 
Debt of India. 

A fuller discussion of the jninciples governing each group of these revenue 
and their position in India will supply the scheme of this part of the thesis. 
To these we shall add two more sections:ouc dealing with the question of adding 
to or improving the sources of public revenues in India, the other summing up 
the general conclu.sions arrived at in this and Part II. Wg shall complete this 
study by exhibiting a budget of the Government of India as it would be if the re- 
commendations and suggestions so far made were adopted. 


« Perhaps the foregoing classUlcat.ion may seem to give too initcli prominence to tlic principle of conveni* 
ence .and not enough to that of scientiftc distinction. If avo adopt tlic simple scientific ci.assificafion of Tax 
and non-Tax Kevenues tlic large bulk of tlic income of the Government of India ivould appear as Tax Ilevomio 
including Land Ilevenuc, Customs, Excise, Salt, Stamps Eegistration, Income Tax, tlie profits ftom Irtl- 
g.ation and Railways and I’osts and Telcgraplis surplus. Only Departmental recclpt.s, Opium and Forcste 
Revenues, Interest and possibly Tributes would then be considered ns non-tax Revenues. This predominance 
dl Tax over Non Tax Revenues may be a reason tor felicitivtion, but for the fact tliat tbe truly taxed Revenue 
.viz : Land Revenue and Railway profits — tmder a prevalent misapiireben-sion as to their real nature are 
treated as if they were Non-T.ax Sources of public Income. While discussing each of these Items ive »ball 
summarise reasons for regarding each of these as a deduction from the wealth of the individual, — and there- 
fore' a Tax,— or not. 



OHAPTER III. 


XL. LAND REVENUE. 


1. GENERAL PRINCIPLES. 

The principles which govern the levy of revenue from land appear to be dif- 
ferent in different countries. India, in her various provinces, seems to posse*s a 
variety of systems which, not only do not admit of a similarity with systems of 
land Revenue prevailing elsewhere, but which, even among themselves, show- 
no uniformity of maxims or working. To understand the nature and effects of 
the Land Revenue systems of India properly, we shall first summarise the general 
principles, which, experienced and economic reasoning show^ ought to govern the 
levy of an income for the State from the land ; then trace the development of the 
general Land Revenue policy of India and to describe briefly and discuss the lead- 
ing Indian Systems, and finally offer suggestions on the entire system. 

GENERAL PRINCIPLES. 

Taxation of land in one form or another has been practised in every civilised 
country, since land is the commonest, the most obvious and the most easily accessi- 
ble form of national wealth. The excuse for such taxation generally admitted is- 
that the establishment of public security, and the construction of roads and canals 
benefits landed property more directly than any other form of property. Land, 
moreover, in most countries had originally belonged to the community. And, 
though private property in land has since as generally been recognised, the pro- 
prietor of to-day may yet be considered without injustice as the tenant of the 
Community. We may consider the land tax as in theory nothing but the econo- 
mic Rent due by the tenant to the community. The feudal idea of the ultimate 
ownership of the Sovereign seems to countenance this view. The Continent of 
Europe has witnessed more acutely the conflict between the Roman conception of 
private property in land and the feudal conception of Sovereign rights. But 
in England the private ownership for all practical purposes was very earlv 
completed, - even though the theory, of the English Common Law seems 
even to-day to recognise the ultimate ownership of all land in the Kingdom as 
being vested in the Sovereign. The alienation of the Royal Domain by the 
munificence or extravagance of the successive rulers led to such a diminution 
of the private revenues of the Sovereign as to make him utterly dependent- 
on the supply voted by Parliament. In England, therefore, at the present 
time the revenue derived from the Royal domain is so small as ‘hardly 
to suffice even for the maintenance of the Royal Family and thus not 



amount to beyond half a per cent, of the total pre-war revenue of the United 
Kingdom.* In the countries of the New World and in those recently settled the 
right of the State to the' virgin powers of the soil has not thus been alienated. 
The necessity, however, of properly developing these untried resources has led the 
Government of the United States, the largest owner of public domain in the whole 
world, to attract the inveistment of private capital in the development of the land 
on terms almost too generous. A settler in the United States can acquire over 600 
acres of land practically for no pa 5 nnent at all. Such an alienation of public do- 
main i n favour of the proprietory ownership of private individuals cannot but be 
regarded as tending to rob posterity for the sake of tlie present development. Nor 
can the policy of tlio Australasian countries in their wholesale sales of public land-S 
with a view to secure an equilibrium in the balance sheet be commended. It 
seems to be a generally accepted economic doctrine that the best policy in such 
cases would have been tlie granting of long term leases, of say, 99 years, for a no- 
minal rent and subject to renewals, leaving, however, the ultimate property in 
the hands of the State. 

XLF. METHODS OF ASSESSMENT OF LAND REVENUE. 

The simplest method of taxing Agricultural Land would be to levy a uni- 
form tax or rate per unit of cultivation, acre, bigha, or hectare. In countries 
which are practically new with large territories of almost virgin capacity, this 
uniform rate would not prove objectionable or unreasonable. But in countries 
where all available land has been occupied, where there has been considerable 
investment of capital in land with a view to more intensive cultivation, uniform 
taxation would be 'singularly unjust. In such cases the alternative is frequently 
adopted of basing the tax on an obvious indication of landed wealth. It is simple, 
primitive and therefore unjust in an advanced country with considerable invest- 
ments of capital in land. The .system of demanding a fixed proportion .of the 
yield of the soil in kind is a considerable improvement over the two preceoding 
methods, and is more suitable in the conditions of older countries. But even here, 
as the basis of taxation would be the gross produce of the land, it is possible 
that in countries of backward civilization employment of capital in agriculture 
might be discouraged. For as the expenses of cultivation grow under a system 
of intensive cultivation, the proportion of the net to the gross produce would 
fall, and the tax based on the gross produce would thus act injuriously against 
any one desiring a further investment in land with a view to more intensive 
cultivation. 

The more common method of land taxation is : on the sale value of land; or the 
taxation of the net income from land. The former would be productive to the Sta te 

-III..* - revenues from tlie Cro-wn Lands amounted in 1013-14 to £ 530,000. To this we ought to 

add the income from the Lutchy of Lanchaster as also of Cornwall, amounting in round figures to £00,000 
and 80,000 re^ectively, which belong to the Zing and the Prince of Wales. The Civii List of -the King and 
Queen amounted to £610,000 and if wo add the total cost of the Koyal family it comes to nearly 1 million 
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only in those countries where the value of laud is very great and where, therefore^ 
its transfers are freq^uent. Besides, a tax on sale will prove indirect and may quite 
conceivably be evaded in the absence of an efficient, universal system of Regis- 
tration. When combined ■with other property taxes, like Death Duties, the tax 
would be more productive, and still more so if it is in the form of taxing the net 
produce from land. Dor the purpose of taxation, the net income to be made the 
basis of taxation, may be calculated once for all to avoid all subsequent changes, 
to ensure stability in the yield. If the purpose is rather to obtain an increasing 
revenue for the State a periodical revision of the income from land would 
seem to be more advisable. But in any case the taxation of the net income from 
land owned by private laud-owners must be limited so as not to interfere with the 
. volume of production from land. The private proprietor would, indeed, be inclined 
to represent every increase in taxation as likely to interfere with the produce of 
land; as discouraging the investment of capital in land. But if the tax is adjusted 
on what is known as the economic Rent of land, it would not really interfere with 
the increased production from land, nor with an increased investment of capital 
in land. The unearned increment of the landlord, if only it can be clearly deter- 
mined, may be taxed without fear of discouraging cultivation or its improvement. 
In countries which, like England, have a class of capitalist farmers, the ascertain- 
ment of the true economic rent and its taxation would not be impossible or inexpe- 
dient: though even there difficulties may arise as to the proper difierentiation 
between the difEerential return due exclusively to the value of the soil, and the 
return made to capital.* 

As regards the limit of taxation of economic Rent, J. S. Mill went as far as to 
assert that the confiscation by the State of the entire economic Rent would not 
prejudicially affect the interests of the producers or the volume of production from 
land. True the landlord class would be hard hit by such a measure ; but as the tax 
falls on the rent only, even if the whole of tlie rent goes into the pocket of the 
State, neither the price of the produce nor the’ volume of production could be 
adversely affected. Only, it must be repeated that the jiayment made by the 
. tenant to the lord under the name of rent do not necessarily consist of rent exclu- 
sively, and may include a substantial proportion of interest on capital, which, if 
discouraged, may reduce the produce and affect the price.f 

The limitation on the taxation of rent thus pointed out makes the proposal 

' of confiscating the entire rent a measm'e of doubtful utility in the interests of the 

; 

* Land-Taxes should never he assessed on any basis other than the real income i. o. the lull colnpe- 
. titive rent. The curve of such a tax should coincide roughly "(vith that of the economic rent. The tax 

should at any rate when imposed by the States be uniform, not as regards the amount, but as regards the pef 

‘ uentageit represents of rent Two things are absolutely necessary in order to insure the amortisation 

of land taxes, being as exact as possible neither excessive nor inadequate. One is that all rent be taxed at 
the same per centage rate, the other is that there be regular revaluation of the taxable rent* (Pierson, Prlnci- 
' pies of economics "Vol. II pp. 486-487). 

I t The land tax is simply What the State reserves for itself as against those to whom it guarantees 

exclusive rights not only in the produce of the soil, but in the soil itself. It is a fee the exclusive possession 
of the soil, and rests upon the land itself. It passes from one oivner to the next, and the purchaser knows 
what he will have to pay to the community for his exclusive rights. By that amoimt the land is of less value 
to him than it otherudse would be ; and so the community retains permanent possession of the return from a 
I part of the soil. " (Op. Cit. p. 486. 
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Coinimimiy unless, indeed, tlic logical conclusion of such reasoning is boldly accept- 
ed, and the whole agiicultural land of the community is owned and cultivated 
by the State in the collective interests of the community. The reasons, however, 
for the growing demand for the nationalisation of land are only partly economic, 
and largely social. The improvement of land under a system of cajutalist farm- 
ing Avould necessarily depend on the further investment of capital. But as to 
who should supply the additional capital occasions frequent disputes between the 
strong capitalist farmer and his wealthy landlord. Though attempts are made 
to solve these disputes by a series of Landlord and Tenant Acts, the perennial 
problem can be definitely solved only by the abolition of the private projjerty 
in land. But if the private properly is to be abolished, should the existing owners 
be compensated for the abolishing of their rights, for the capital they may have 
already invested ? That the}' have already received more than the value of land 
during their ownership several times over is an argument not likely to appeal to 
one sense of commercial justice. ^ Hence the difficulty of financing a wholesale 
purchase of land from the existing owners seems so colossal a task that many a 
reformer, rather than lose his reputation for sound finance, would prefer a sharp, 
progressive taxation of rent to a cojuplele Xatinnalisation. This .system of tax- 
ing the economic Kent, however heavy the tax may be, would not save the agri- 
cultural labourer from being under-paid and over-worked by the capitalist farmer, 
nor increase substantially the national produce. On the other hand the relief of 
the insanitary, overcrowded centres of industry can be practicable only if an al- 
ternative emijloyment is created by the nationalisation and the redistribution of 
land. The task of Nationalisation would place a lieavy, but, judging from the 
War experience, not an unbearable strain on public credit : while it may be e.xpect- 
ed that a proper redistribution of land, in convenient economic units, would 
solve the problem of large versxis .iinall farming and increase the produce from 
the land. 

XLII. THE ASSESSMENT OF LAND REVENUE IN BRITISH INDIA. 

The British Government in India has accepted the principle of cash assessment 
by contract, the contract being either perpetual, as in the case of Bengal, or for a 
number of years only, as in the case of Bombay. The Kevenue is assessed either on 
individual fields as in the Southern Provinces, or on the larger estates or entire vil- 
lages, as in the North. Fluctuations in these cash contractual assessment are to 
be found rarely in the backward provinces like Lower Burma ; but the Government 
of India would not, as a rule, depart willingly from the principle of a fixed cash 
Revenue demand, as they fully realise the advantages of fixity of demand to tbe 
State, as well as to the Tax-Pa}^!’. Extension and improvement of agiicultm-c 
would be impossible in the absence of fixity of demand, Avhile petty, vexatious, 
official oppression would be immensely multiplied. The one disadvantage of a 
fixed demand is that it would press heavil}’’ upon small men and in bad year/ parti- 
cularly. It is this .system of indiscriminating fixity whicli exposes the Land 
Revenue Settlements of the two Southern Presidencies notoriously open to adverse 
criticism. The principle of apportinoning demand to the volume of production 
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requires for its just operation that the officials told off for the task be above sus- 
picion as to their ability and honesty. The fixed demand of the Government in 
the Royatwari tracts is levied on each field as demarcated by the cadastral records 
in the form of revenue rates for different classes of land settled for a term of years. 
The earliest cash assessment were equivalent to fractional shares of the gross pro- 
duce ; but at the present time^ except in Bombay where the assessment is not 
fixed in the terms of produce at all, the land Revenue throughout India is fixed 
so as to represent a shai’e not of the gross, but of the " Net Produce ” or Net 
Assets ” as thev are called in the Zamindari provinces. The meaning of this 
2}hrase-‘' Net Produce ” or “ Net Assets ” varies in the different provinces of 
India. In Northern and Central Provinces it represents ‘‘ Rent ” wherever rent 
is paid, or that jjortion of the gross produce which would, if the laud were rented, 
be taken by the landlord. In-Madras and Lower Burma, on the other hand, where 
Government deals as a rule direct with the cultivator, th'e “ Net produce ” is the 
difference between the assumed value of the gross produce and the expenses, 
estimated on a liberal basis of raising and disjjosing of the produce. Speaking 
generally, the Net Assets ” represent a larger share of the jDroduce in Burma 
and j\Iadras, where no middleman intervenes between the peasant and the Go- 
vernment, than they do in Northern India. There is no hard and fast rule as to 
the proportion of the ‘‘ net produce" which should be taken as Land Revenue: 
but approximate standards, differing from province to province, are laid clown 
in the instructions to Settlement Officers. For India as a whole it may be said that 
the average share of the net produce taken by the Government i.? about one half. 
Apart, however, from the fact that the net produce is usually calculated on very 
modest lines, the share actufflly taken may often be below, rather than above, 
the average. In the application of Standard rates to individual cases considerable 
allowance is- made for local conditions on the discretion of the assessing officer. 
The general principle throughout the country is that revenue should be based 
on facts or calculations representing not the gross but the net gu-oduction of land 
to the cultivator ; and it is in the correct estimate of this "■ Net Produce ” that 
the crucial featmre of the asses.sment from a statistical stand-point lies. It will be 
observed that one of the three common basis for the assessment of Land Revenue: 
its sale value, its rent value and the value of its net produce, — the Government 
of India seem to combine the second and the third. To avoid misapjjrehension 
it may be as well to note at this stage that the apportionment of revenue is not on 
the principle of what is called “ Repartition” in France. The Assessing Officers 
do not fix a lump sum for the whole province, and then proceed to distribute 
periodically over the Districts composing the province according to local valuation. 
In Northern India it is true, the long term settlements on Zamindari Estates pro- 
ceed on the basis of first fixing the lump sum of the crops of a Taluk which would 
subsequently be distributed over the estates and holdings comprised in the Taluk. 
This process may at first sight seem similar to the “ Impot de Repartition ” in 
France. In reality, however, the object of the process being to assess each unit 
whether a Survey No. Field or an Estate, — at a certain proportion of its value 
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tlie Indian Eevenue from land is more akin to a “ Rated Tax ” or an “ Impot 
de quotite,” although for the sake of convenience the data are considered by groups 
and Districts. 


XUII. THE EXISTING LAND REVENUE SETTLEMENTS IN INDIA. QUESTION 

OF OWNERSHIP. 

We have described in the first chapter the origin and early development of 
the Land Revenue systems in Bengal, Madras, Bombay and the United Provinces 
of Agra and Oudh. Though in three of these four there has been more than one 
subsequent revision, the general principles adopted at first have remained practi" 
cally unaltered. After the transfer of the Government of India from the East 
India Company to the British Crown, the new systems introduced were those of the 
Punjab (1863) ; of Oudh, of the Central provinces (1860-70) of Assam (1874), and 
of Burma (1890-94). In the first settlements or revisions of old settlements made 
during the period now under review, the most absorbing topic of discussion was 
the question of ownership in the land. In the case of the Punjab, when the first 
hurried settlement was in progress, many old landlords had omitted to register 
themselves for obvious reasons, and these, when the settlement came up for Revi- 
sion, demanded to be recognised as sole owners. To register them as complete 
owners would have meant the irretrievable degradation of the people first regis- 
tered as principal tenants. Hence arose the question as to the real oAvnership in 
land in India. It is possible at the present time to avoid the controversy by des- 
cribing the ownership in land in India as composite. The right of the State to a 
share in the produce of the land, for long the only source of public income, is 
too clearly established in this country by tradition and by records to be question- 
ed by any body. If, however, we accept the writings of the late Mr. R. C. Dutt 
as indicative of the Indian public opinion in the last century on this point, it would 
seem that there was a large consensus of opinion among the Indian publicists in 
favom- of extending the Permanent Settlement of Bengal to other Provinces with 
a view to create exclusive property in land xmder the Landlords of the English 
type. But the right of possession of the cultivator and his right to dispose of the 
landbj^sale or will, subject of com’se to the condition that the alienee shall faithful- 
ly discharge the obligation towards the State in connection with that land, is equally 
well established, and can scarcely be regarded as identical with the position of a 
lease-holder, ora permanent tenant. The balance of reasoning seems to be in favour 
of regarding the possession of Indian cultivator as a kind of conditional ownership, 
conditional upon the payment of the dues of the State. Without entering at this 
stage into the vexed question, whether or not the share levied from the cultivator 
by the State is Rent ? we may yet say that the compulsory nature of the leyy is 
jnore akin to the process of the tax collection than to that of the rent payments to 
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tlieLand lord.* Tlie first Secretaries of State, like the early officers of the Govern- 
ment of India, at first tried to evolve from the conditions they met mth, a landlord 
class on the model of England, being themselves actuated imperceptibly and un- 
consciously by their o^vn class sympathies. -j- But outside Bengal the system of 
capitalist farming on the English model seemed to be out of the question. In 
Provinces where much of the land was uncultivated and population sparse, with 
the means of communications still premitive and the resources still .imtried, the 
introduction of a system of permanent sj'^stem of revenue would result not only 
in the negation of the right of the State to participate in future increments, 
but Avould directly promote in equalities in the distribution of wealth. J Sir 
Charles Wood ( in the despatch of July 9, 1862 ) approved of the principle of 
permanent settlement for the whole of Briti.sh India; 

“After the most careful revicAV of all these considerations Her Majesty’s Go- 
vernment are of opinion that the advantages which may reasonably be expected 
to accrue, not only to those immediately connected with land but to the communi- 
ty generally, — are sufficiently great to justify them in incurring some prospective 
loss of land revenue in order to attain them; and that a settlement in perpetuity 
in all districts in which the conditions absolutely required as preliminary to such 
measure are, or may hereafter be, fulfilled, is a measure dictated by sound policy 
and calculated to develop the resources of India.” (Despatch of July 9, 1862). On 
March 24, 1865, replying to the proposals of the Viceroy for a general introduction 
of Permanent Settlement in Northern India, the Secretary of State assented to 
the proposal as regards districts which were fairly settled and fully cultivated. 
But he refused to make the settlement permanent in Districts which were agri- 
culturally backward; in all other cases where the cultivation included 80 per cent, 
of the culturable area the permanent settlement was accepted. A reservation was 
afterwards introduced by his successor (17th March 1866) as regards estates whose 
value might be increase by irrigation. § 


♦ “ They differ most markedly Iroiu the rent, either customary, or competitive, of a modern land 
owner, and more nearly resemble the dues of tlie feudal lord. They are just as distinct from the ordinary tax 
and are not governed by canons to which it ouglit to conform ; at tlie utmost they might be assimilated to 
taxes on special advantages or monopolies, of which class the possession of land is one example. Where tlie 
State dues are frequently revised in accordance with the movements of land values, the approximation to rent 
is very close; wliere they are clianged in order to suit the means of the State they are practically taxation ; 
where as is most common, they are fixed for long periods or in perpetuity they are really cliarges that may 
bj capitalised vtthe market rate of Interest. ” (Bastable p. 174)- 

t “I recommend a permanent settlement because I am pursuaded that however much the country- 
lias of late years improved, its resoiuces will be still more rapidly developed by the immitation of the Govern- 
ment demand” (Minute of J. Laurence July 5, 1862). 

J The following extracts from the minutes or despatches of the officers of the Government of India 
and of the Government of India make interesting reading ns to the opinion of the earlier authorities on this 
question of settlement. ‘‘We do not exist as a government really to get the larget Uevenue we can out 
of the coimtry^, or even to keep the mass of tlie country in a uniform dead level, though it should be a 
tolerably contented and happy one, as a peasant tenantry under a paternal Government- If we give a per- 
manent settlement we lay foundations of a State of Society not perhaps so easily managed, but far 

more varied and richer in the elements of civilisation and progress.. .IS or do I see any reason to fear the 
effects on revenue. It may be true that we shall not get so much revenue as if he had kept the increase 
or rent in our own hands, at any rate for the next 20 or 30 y^ears when it is sure to be rapidly increasing. 
But I have no fear of our being able to get revenue enough, provided certain condition are observed in re- 
gard to our land settlement: and I am by no means siue that it is desirable for a Government to appropriate 
a larger share of the income of the country or get money more easily than is really essential to meet the 
proper objects of Government. ( ‘‘Minute of Mr. Samuel Lang, Finance Minister, dated April 7, 1862). 

§ "A rule might be laid down that no permanent settlement should be concluded for any estate 
the assets of which would, when canal irrigation shall have been carried to the full extent at present contem, 
plated, exceed, in the opinion of the officers of the settlement and Irrigatipn Departments, the existing as- 
sets in a proportion exceeding 20 % (Despatch of March Vi, 1866). 



Besides, tlie loss would be more than counter balanced by the increase in the 
wealth of the country. The principle, moreover, is now accepted by the Govern- 
ment of India that the basis of assessment at each revision of settlement should 
be, not the anticipated average yield during the next term, — (a calculation as abs- 
tract and difficult as it would be unjust and uneconomic) but the actual yield at 
the time of the assessment; so that all the increase in the yield should be enjoyed 
by the cultivator in the coming term whether the increase was the result of addi- 
tional investment of capital in the land by the cultivator, or be caused by the 
construction of works of public utility by the State. Tlie rationale of distinction 
between the longer and the sliorter term is based on the idea that settlements for 
1 ong terms should only be made in those provinces which are, agriculturally speak- 
ing, fully developed.^*' 

CHANGE IN GOVERNMENT DEMAND. 

As regards the enhancement of the Government demand on each resettlement 
the true economic conditions justifying such an increase would be the rise in value, 
of the produce due to the general development of the community. Speaking only 
for the small proprietors for the moment, it would be but fair to leave them to 
enjoy an}’’ increment which is the direct result of their own economy, either by 
capital investment, or by other improvements increasing the produce of the land, 
or by decreasing the expenses of the cultivation. The increase in the value of 
produce permitting an enhancement of the Government demand would, therefore, 
be only such as is due to the increase of population, or to the construction of roads, 
railways and irrigation works. Under the conditions undei’ which the average 
Indian cultivator has to Avork it would rarely be possible for him to effect im- 
provements by his own initiative that would materially raise the yield from his 
holding Avithout fastening on him the incommensurate incubus of the money- 
lender. The theoretical truth of the official contention that 

“ The concession to the Landlord or the tenant of a complete monopoly of the 
profits of all improvements of the soil in perpetuity, whether created by himself or nob 
would be a doctrine not merely economically unsound but without any foundation in 
the native custom or any precedent in history”. 


may be conceded.| But in practice the small cultivator finds it hard to make both 
ends meet Avhenevet the revenue demands are enhanced for some years following. 
That is Avhy the Government of India 'themselves urged, and the Secretary of 
State exhaustively accepted, in 1865 the proposal to enhance public demand on no 
other ground except a general rise of prices of agricultural produce. That is Avhy 
the resolution on Land Revenue Policy issued by the Government of India in 


M. xt “ S'®< cultivated, lent fair and agricultural juoductlon not liable to violent 

oscillations, it is sufficient if tM demands of the Government are readjusted once in 30 years, i.e. once is 
life time of each generation. AA here the opposite condition prevail, wliere there is much less land, low rente 
and fluctuating cultiyation ; or again where there is a rapid development of resources owing to the cons- 
truction of roads, railways and canals, to an increase of population or to a rise in prices the postponement 
of resettlement to so long a period is both injurious to the people, who are unequal to the strain of 
a sharp enhancement, and to the general tax-payer, who is temporarily deprived of additional revenue 
to which he has a legitimate claim. (Land Revenue Resolution of the Government of India 1903). 

•f Land Revenue Resolution 1902 para 12. 


. . ± 9 ^ 

1902 under Lord Curzon “ Desire to lay stress on the principle of gradual and 
progressive enhancement of sudden increase of^other than moderate dimensions, ’’ 
In a subsequent resolution dated March 25, 1905* they further extended the prin- 
ciple by elaborating the general maxims of Siispensions or total Remissions of the 
Land Revenue demand in times of stress. The axiom, adopted by Lord Ripon’s 
Government in 1882 and endorsed by the Famine Commission of 1901-02, was rei- 
terated : “Relief ivill not ordinarily be required when there is half a normal crop,’’ 
on the general ground that while it would be wholesome to expect the cultivator 
to take the bad with the good in years of ordinary fluctuation, it would be hope- 
less to expect him to mpet the fixed demand in years \vhen the crops barely suffice 
to afford him sustenance. Payment of Government demand should therefore be 
not enforced under conditions which would compel a cultivator of average pru 
dence to imperil liis future solvency in order to meet it. As for the complete revi 
sion of the Revenue demand, the general principle is that where the harvest was 
one-fom’th of the normal no collection should be made, and that no suspended 
revenue should be collected until after one good harvest had been reaped in the 
affected areas. ’ 

SHARE OF THE STATE. 

Coming next to the actual percentage that should be demanded from the 
cultivator in the Ryatwary areas the suggestion has frequently been made that 
“The Government demand should be limited to 50 r* c. of the value of the net 
produce after a liberal deduction for cultivation expenses has been made, and shoffid 
not ordinarily exceed one-fifth of the gross produce, even in those parts of thecouu 
try where, in theory, one half of net is a.ssumed to apjjroximate to one third of gross 
produce.” But to fix a definite proportion of either the gross or the net produce 
would work most injuriously in practice, as there is no uniformity of cultivation ex- 
penses, crop prices, and agricultural improvements all over the country. In the 
nature of the ca.se, the Settlements being fixed for 20 or 30 years, the assessments 
must necessarily be on the calculation of the average produce of each taxed unit. 
But these calculations depend on a nmnber of var 3 dng factors. — the natme of the 
crop, the character of the seasons, the capacity, security and situation of the hold- 
ing, the industry and resources of the cultivator— all of which are almost impossible, 
of accurate calculation. If a share of the gross produce were exacted, the more 
fertile lands would be favoured at the expense of the poorer lands, checking at 
the same time the extension of cultivation. Well might the Government “ Believe 
to be an entirely erroneous idea that it is either possible or equitable to fix the 
demand of the State at a definite share of the gross produce of the land. ” J 

* See for a brief Btateiuent of this principle Decennial Report to the moral and material wro^ress 
of India, 1901-9111. . .to 

t Memorial to the Secretary of State by Puckle &c. dated December 20, 1900. 

It may be noted that though the late 3Ir. R. C. Dutt was one of the signatories to the Jlemorial, he him- 
self was rather in favour of the adoption of uniform rule of one fifth of the gross produce as the mavimimi of 
Government demand. 

. , r Nothing indeed, can be more clear that while the net produce rule itself calls for, and is habituab 

ly subject toj modifications in the interests of the cultivator, the gross produce standard recommended by the 
Memorialists would) if systamatically applied, lead to an increase of assessment all roundi ” (Lord Curzon' 
Land Revenue Revolution, Para 17.) , 
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XLIV. CRITICISM AND SUGGESTIONS. 

' We may now summarise a few ‘ of the criticisms against the Indian Land 
Revenue Policj* in general. The late Mr. R. C. Dutt was a persistent and convinced 
critic of the Temporary Settlements, believing the permanent settlement of Bengal 
to be the ideal for ensuring the happiness of the agricultural classes in general. 
To him the intensity and frequency of the famines at the end of the last century 
were inseparably connected vuth the Temporary Settlement. Under the Perma- 
nent Settlement the Land may receive back a part of what it yields. But the in- 
vestment of additional capital in land is conditional uiion not merely the expecta- 
tion of proportionate return, but also upon the degree of interest taken by the 
cultivator in his holding. Where, however, the two roles of Land-Lord and 
cultivator are separate, where the capitalist has no interest in cultivation beyond 
getting a fixed rent, the evils of Absenteeism, of management of estates by rapa- 
cious and unsympathetic agents, unhappy rMations between land-lords and tenants, 
multiplication of intermediarie.s, are all bound to crop up. The security of the 
tenant in such cases cannot be left to the land-lord. Series of land tenure legisla- 
tion, inevitable as they would be, would resub in deeiicning cla.ss antagonism.* 
But neither the Government of India nor its critics seem to einphasi.se what in our 
opinion is the chief offence of the Permanent Settlement of Bengal. An.xious to 
secure an element of certainty .so .sadly lackijig in their budgets, the Govci’nment 
of Lord Cornwallis was led to surrender all the right of sovereignty in land to the 
Zamindar, and the iiresent government has to maintain the cla.ss in order not to 
alienate the sympathies of such an important .section. An alien govei'nmenf 
like the British in India, must, for its own safety, necessarily pander to the un- 
jfielding selfishness of a wealthy class of land monopolists. Because the landed 
class in Bengal is lightly taxed to-day, though heavy on the .standards of 1793, 
the rest of India has to bear proportionately a much heavier burden, all the more 
unjust since there is no corresponding ability to bear the increased burden. E.x- 
cluding Irrigation Receipts credited to Land Revenue, the marginally noted table 
shows the receipts in dift’erent provinces, and the incidence per head of population 
in 1913-14, the last normal year before the War. 


India, General 

• 4 

Rs. 

20,62,489 


N. W. Frontier 


21,93,786 


Madras. 


5,74,88,337 

H4-0 

Bombay 


5,11,50,614 

2- 8-0 

Bengal 


2,82,67,973 

0-11-0 

United Provinces 


6,21,88,235 

1- 4-0 

Punjab 


2,84,56,089 



* “ The Government of India, ” say.? Lord Curzon's Land Eevenuc Kesolution of Jahiiary 1C, 1002, 
cannot conscientiously endorse the proposition, that in tlie Interests of the cultivator, tliat system of agra- 
rian tenure shouid he held up as model, n-hich is not supported by the experience of any civilised coimtry, 
\vliichis not justified by the single great experiment that has been made in India, and which was found in 
the latter case to place the tenant so unreservedly at the mercy of the landlord tliat the State has been 
compelled to employ for his protection a more stringent measure of legislation that has been fotind necessary 
in the temporary settled areas.” 



Burma 

Bihar and Orissa 
Central Provinces - . . 

East Bengal and Assam 


4,16,07,407 1-13-0 

1,56,22,352 0- 8-0 

1,88,20,430 
74,65,876 


The perception of a growing loss to the State from the Permanent Settlement 
combined with the depression of tlie rupee after 1873, ded to a change of opinion 
which ultimately culminated in tlie final rejection ofthe proposals for a Permanent 
Settlement in other provinces. (Despath of March 28, 1883). Except, tlierefore, 
in the provinces which v ere settled in the early years of the last century, the Land 
Revenue Settlements ■ of British India are on a temporaiy basis admitting of a 
periodical revision and enhanc(^ment of the State demand when desirable. The 
annexed table shows the progress of that revenue in the last 60 years. If we look 
only at the sterling figures the increase in the Land Revenue would not be so clear, 
but if we consider it in terms of rupees' we find that the revenue has increased, 
from Rs. 20 crores in 1859-60 to'Rs. 33 crores in 1918-19, or an increase of 57% 
in the gross revenue ; or if we consider onl}’’ the net revenue after deduction of 
expenses of collection, it has grown from Rs. 18.8 crores to Rs. 25 crores or an 
increase of 35 %. The. expenses charged to Land Revenue have increased from 
2,20 to 5.86 crores of rupees or 160 per cent. The analysis of the Land Reve- 
nue Receipts is contained in the Table appended 



Qross Land 

Cost of 

Year, 

Revenue of 

Collection. 


India. 



£ 

£ 

1859/60 

21,000,598 

.... 

1860/61 

21,016,742 

2,209,25] 

1861/62 

20,145,398 

2,030,489 

1862/63 

20,091,027 

2,076,970 

1863/64 

20,607,866 

2,384,412 

1864/66 

20,446,818 

'2,318,703 

1865/66 

20,473,897 

1,957,333 

1866/67 

10,136,449 

/ 1,832,022 

1867/68 

19,986,640 

1,995,950 

1868/69 

20,246,575 

2,485,508 

1869/70 

21,066,929 

2,458,389 

1870/71 

20,622,823 

2,422,856 


Gross Land 

Cost of 


Revenue. 

Collection. 

Year. 

Rs. 

Rs. 


23,98,12,990 

3,62,41,940 

1889/90 

24,04,52,090 

3,67,65,960 ’ 

1890/91 

23,96,57,740 

3,83,51,260 

. 1891/92 

24,90,53,280 

3,93,63,450 

1892/93 

25,58,93,090 

4,02,16,130 

1893/94 

25,40,82,720 

4,04,81,320 

1894/95 

26,20,09,550 

4,09,71,170 

1895/96 

23,97,44,890 

4,10,96,030 

1896/97 

26,68,36,420 

4,18,76,010 

• 1897/98 

27,45,93,130 

4,05,45,590 

1898/99 

17,205,056 

2,748,739 

1899/00 

17,503,031 

2,816,599 

1900/01 
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202 


1871/72 

20,520,337 

1872/73 

21,348,669 

1873/74 

21,037,912 

1874/75 

21,296,493 

Es. 

1875/76 

21,50,50,380 
£ ■ 

1876/77 

19,857,152 

1877/78 

20,026,036 

• 

1878/79 

22,450,803 

1879/80 

22,463,548 

1880/81 

21,910,314 

1881/82 

21,948,022 

1882/83 

21,876,047 

1883/84 

22,361,899 

1884/85 

21,832,211 

1885/86 

22,692,371 

' 

Es. 


• 

£ 

2,435,552 

18,288,018 

2,453,891 

18,436,845 

2,486,275 

19, 234, -388 

2,467,808 

18,953,997 

Es. 


2,53,34,500 

18,862,169 

£ 


2,00J,611 

19,831,653 

2,531,325 

18,719,322 

2,960,010 

19,759,060 

2,937,185 

21,332,141 

2,983,679 

20,879,521 

3,002,792 

20,764,697 

3,042,491 

21,282,468 

3,329,147 

21,391,575 

3,363,387 

21,221,539 

3,414,292 


Es. 



£ 


2,861,735* 

1901/02 

2,909,480 

1902/03 

.3,048,884 

1903/04 

3,203,074 

1904/05 

3,335,910 

' 1905/06 

.3,405,625 

1906/07 

3,501,340 

1907/08 

3,653,932 

1908/09 

3,650,079 

1909/10 

3,662,426 

1910/11 

3,786,454 

1911/12 

3,868,029 

1912/13 

3,986,422 

^ 1913/14 

3,914,018 

1914/15 


1886/87 23,05,57,240 3,46,42,520 

1887/88 23,18,92,920 3,48,66,850 

1888/89 23,01,64,014 3,51,39,570 


Year. 

Net Eevenue 

Net Eevenue 

Year. 

1869-60 

■ • « • « • 


• • • • 


£ 

Es. 

. 

1860-61 

18,807,’491 

19,50,24,444 

1888-89 

1861-62 

18,114,909 

20,35,72,050 

1889-90 

1862-63 

18,014,057 

20,36,86,130 

1890-91 

1863-64 

18,223,454 

20,13,06,480 ■ 

1891-92 

1864-65 

18,128,115 

20,96,89,830 

1892-93 

1865-66 

18,516,564' 

21,56,99,960 

1893-94 

1866-67 

17,304,427 

21,36,01,400 

1894-95 

1867-68 

17,990,690 

22,10,38,380 

1895-96 

1868-69 

17,761,067. 

19,86,48,860 

1896-97 

1869-70 

18,808,540 

21,49,60,410 

1897-98 

1870-71 

18,199,967 

23,40,47,540 

1898-99 

1871-72 

18,084,785 

£ 14,456,317 

1899-00 

1872-73 

18,894,778 

14,687,432 

1900-01 

1873-74 

18,551,637 

15,426,283 

1901-02 

1874-75 

18,838,685 

15,727,365 

1902-03 

1875-76 

..Es. 18,97,15,880 

16,185,504 

1903-04 


do3 


1876-77 

. . £ 17,352,541 

15,750,903 

1904-05 

1877-78 ’ 

17,494,711 

15,526,259 

1905-06 

1878-79 

19,490,793 

16,426,028 

1906-07 

1879-80 

19,593,363 

15,217,982 

1907-08 

1880-81 

18,926,635 

16,105,128 

1908-09 

1881-82 

18,944,230 

17,682,082 

1909-10 

1882-83 

18,833,556 

17,215,095 

1910-11 

1883-84 

19,032,752 

16,978,243 

1911-12 

1884-85 

18,468,824 

• 17,414,439 

1912-13 

1885-86 

19,178,079 

17,405,153 

1913-14 

1886- 87 

1887- 88 

..Rs. 19,59,14,720 
19,70,26,070 

17,307,521 

1914-15 


LAND REVENUE RECEIPTS. 


Year. 


Assessment of 
Ordinary Land alienated lands. 
Revenue. Less quit 

Rent. 


Capitalisation 

Tax. 


(Thathamedu 

Tax). 


Sale of proprie- 
tory right 
waste lands etc. 
and receipts for 
the improve- 
ment of Govt. 
Estates. 


Fisheries and 
other receipts 
classed as 
miscellaneous 
Revenue. 



1 

2 

3 

4 

5 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1899-00 

.. 23,72,14,286 

1,00,69,744 

1,02,10,639 

21,49,534 

80,53,324 

1900-01 

., 24,17,90,203 

1,00,13,065 

1,03,50,857 

18,34,261 

91,21,994 

1901-02 

.. 25,56,39,106 

1,00,16,871 

97,66,197 

12,89,184 

93,49,739 

1902-03 

.. 25,69,46,641 

98,68,248 

97,80,832 

20,71,281 

97,23,162 

1903-04 

.. 26,95,80,779 

94.78,707 

96,40,341 

16,46,641 

1,05,05,707 

1904-05 

.. 26,56,41,063 

93,86,043 

99,38,000 

14,38,000 

1,08,92,432 

1905-06 

.. 26,47,41,678 

93,57,154 

96,91,478 

19,51,182 

1,13,51,023 

1906-07 

.. 28,30,02,434 

94,34,190 

97,24,180 

11,93,878 

91,32,637 

1907-08 

.. 26,67,16,982' 

94,58,266 

88,59,325 

9,34,088 

89,32,662 

1908-09 

.. 28,29,80,154 

95,02,989 

96,58,372 

10,80,622 

■89;63,181 

1909-10 

.. 30,35,79,453 

98,96,483 

96,10,981 

23,20,179 

1,02,84,241 

1910-11 

.. 20,86,15,806 

98,91,803 

98,64,964 

15,01,388 

98,09,C88 

1911-12 

.. 29,56,96,037 

98,22,628 

92,92,367 

62,90,694 

99,22,883 

1912-13 

.. 30,57,07,573 

'■ 98,20,495 

94,62,275 

51,61,564 

1,08,53,894 

1913-14 

.. 30,98,74,892' 

97,51,159 

97,03,722 

32,32,996 

1,15,89,086 

1914-15 

.. 30,70,26,835 

96,49,280 

94,94,297 

41,86,297 

1,11,83,817 
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Year. 

Eecovery of 
Survey and 
Settlement 

6 

■ Total 

7 

Deduct Land 
Revenue due 
to Irrigation. 

8 

Net Land Reve- 
nue under The 
Principle Heads 
of Revenue. 

9 

1899-00 

Ra. 

. . 4,30,920 

Rs. 

26,81,28,447 

Rs. 

1,00,52,606 

Rs. 

28,80,76,841 

1900-01 

. . 6,71,325 

27,37,81,705 

1,12,36,246 

26,25,45,459 

1901-02 

. . 4,30,131 

28,65,21,228 

1,22,00,957’ 

27,43,20,271 

1902-03 

.. 3,78,415 . 

28,87,68,559 

2,22,15,889 

27,65,52,680 . 

1903-01 

. . 2,20,730 

30,10,72,906 

2,25,57,090 

28,85.15,516 

1904-05 

.. 4,10,597 

29,77,08,697 

1,3.3,98,743 

28,43,09,954 

1905-06 

. . 3,72:718 

29,74,64,233 

1,45,31,687 

28,29,32,446 

1906-07 

92,184 

31,25,79,503 

1,51,04,710 

29,74,74,793 

1907-08 

. . 14,96,503 

26,63,97,826 

1,56,07,989 

28,07,89,837 

1908-09 

. . 5,86,348 

31,27,51,666 

1,63,65,668 

19,63,85,898 

1909-10 

. . 10,51,604 

33,67,42,941 

1,67,60,820 

31,99,82,121 

1910-11 

. . 11,49,837 

33,'08, 32,886 

1.76,70,078 

31,31,62,808 

1911-12 

.. 7,17,824 

33,17,42,433 

2,02,71,977 

31,14,70,456 

1912-13 

. . 13,04,891 

34,23,10.682 

2, .30.73,667 

31,92,37,015 

1913-14 

. . 19,87,388 

34,61,39,243 

2,52,65,614 

32,08,73,629 

1914-15 

. . 18,00,624 

34,33,41,050 

2,50,17,962 

31,83,23,088 


LAND REVENUE EXPENDITURE. 


Year. 

Charges of 
District Ad- 
ministration. 

1 

Survey and 
Settle- 
ments. 

2 

Directorate, 

3 

District Management of 

Charges. Govt. Estates 

and grazing lands. 

4 5 


Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1899-00 

1,92,02,199 

36,72,376 

5,85,757 

1,03,83,665 

7,31,618 

1900-01 

1,97,31,766 

39,70,063 

5,37,930 

1,04,62,857 

6,67,114 

1901-02 

1,98,39,403 

.39,56,585 

6, .5.5, 258 

1,06,15,153 

7,43,458 

1902-03 

2,02,44,519 

42,11,713 

• 6,67,989 

1,05,81,822 

7,80,640 

1903-04 

2,08,17,850 

44,33,565 

6,85,056 

10,8,36,718 

8,88,476 

1904-05 

2,17,31,809 

51,98,066 

7,09.627 

1,11,47,613 

9,13,223 

1905-06 

2,20,95,475 

59,54,111 

7,40;660 

1.14,72,705 

10,89,522 

1906-07 

2,26, 27, .526 

61,02,090 

7,07,885 

1,18,17,692 

10,72,250 

1907-08 

2,33,01.189 

62,87,700 

6,55,276 

1,21,96,890 

12,56,946 

1908-09 

2,38,27,217 

57,70,944 

7,00,566 

1,34,82,033 

10,74,850 

1909-10 

■ 2,36,75,796 

69,39,031 

6,97,264 

1,33,49,849 

10,29,499 

1910-11 

2,41,76,923 

67,74,615 

6,53,928 

1,33,36,068 

10,64,192 

1911-12 

2,52,36,994 

65,89,058 

6,20,897 

1,39,65,544 

' 11,10,674 

1912-13 

2,52,32,269 

68,97,895 

5,91,272 

1,42,09,113 

10,03,628 

1913-14 

2,62,52,388 

76,94,668 

5,84,107 

1,40,20,055 

10,12,442 

1914-15 

2,64,06,227 

79,84,402 

6,55,089 

1,41,79,514 

11,30,770 
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Total Land 


Commission 

on Allowance to 


Eevenue Ex- 

Y'oaj-. 

Collections. 

District and 

Other 

penditure in 



Village offices 

Charges. 

India. 


6 

7 


8 

9 


Es. 

Es. 


Es. 

Es. 

1899-00 . 

18,66,288 

47,72,605 


6,897 

4,12,21,405 

1900-01 . 

18,64,981 

49,89,810 


7,629 

4,22,31,351 

1901-02 . 

20,74,488 

50,15,173 


6,424 

4,29,15,972 

1902-03 . 

21,00,089 

50,25,161 


28,052 

4,36,39,985 

1903-01 . 

22,13,137 

57,57,322 


95,01 1 

4,57,27,135 

1901-05 . 

21,70,247 

59,17,213 

1 

,94,489 

4,80,42,287 

1905-06 . 

23,63,350 

60,35,955 

2 

,69,703 

.5,00,21,481 

1906-07 . 

23,12,706 

62,14,773 

1 

,67,617 

5,10,72,739 

1907-08 . 

24,77,223 

62,19,710 

1 

,08,091 

5,25,03,025 

1908-09 . 

* 25,89.991 

62,33,800 

1 

,22,414 

5,48,02,018 

1909-10 . 

25,72,6.55 

6.3,82,088 


96,483 

5,47,42,665 

1910-11 . 

21,92,160 

63,11,995 


97,468 

5,49,02,796 

1911-12 . 

26,82,318 

61,72,219 


89,649 

5,67,66,744 

1912-13 . 

27,51,163 

72,76,936 


28,978 

5,79,94,554 

191 3-H .. 

28,79,191 

73,07,502 

19,755 

5,97,70,408 

1911-15 , 

21,51,368 

68,59,037 

29,244 

5,86,85,651 


Total Ijand Eevcmie 

1899-00 


2,748,739 


Expenrlitiire in India 

1900-01 


2,815,599 


and Engl{ 

ind in £ 

1901-02 


2,861,735 




1902-03 


2,909,480 




1903-01 


3,48,884 




1904-05 


3,203,094 




1905-06 


3,335,910 




1906-07 


3,405,625 




1907-08 


3,501,340 




1908-09 


3,653,932 




1909-10 


3,650,079 




1910-11 


3,662,476 




1911-12 


3,786,454 




1912-13 


3,868,029 




1913-14 


3,986,422 




1914-15 


3,914,018 



The existence of the Permanent Settlement in some parts gives rise to 
inequalities which. are all the more objectionable as the. burden of the Land 
Revenue seems to have nothing to do wth the fairness in distribution. The mere 
fact that a share of the produce ,of land has been a customary, ancient source of 
public income in India will not, b}'- itself, justify this inequality. Any radical 
’^eform in the tax-system of India must commence with the rearrangement of 
the Land Revenue policy, and must be based upon the Principle that; as in the 
case of the Income Tax, an abatement must be granted to all those owner- 
cultivators whose total net produce from the soil, after paying all the expenses 
of cultivation, does not exceed, say, Rs, 1000 per annum. A system of taxation 
pi which the state takes nearly .1 of the net income of some agriculturists, though 
their average individual income may be miserably small, and hesitates to adopt 
12^°/ tax on other incomes while leaves the greater number of agricultural 
incomes with an average mucli larger than in the former case, cannot possibly , 
be defended. If the Indian Government' regrade their Land Revenue legislation 
on this proper principle, they may have to abandon a considerable proportion 
of their present revenue under this head; but the loss need not be absolute. 
What they lose in the remissions granted to the small cultivator of Bombay and 
Madras and Burma and Central Provinces, they might make up by increased 
ta'fation of incomes in the United Provinces, Bengal, Bihar and Orissa, and the 
Punjab. The problem of redistribution among the Provinces will no doubt cause 
internal jealousies; but it is to be hoped that in the interests of equality in 
taxation and justice, the new consciousness of India solidarity will minimise the 
force of these jealousies and allow the redistribution to be effected by trcducing 
the Provincial contributions from the provinces affected in proportion. 

The problems connected with the Land revenue do not stop here. The 
modern civilised state cannot consider its duty accomplished merely by bringing 

about a greater degree of distributive justice in its tax-burdens. It must make 

it its first concern that .the .wealth of the people increases. Tlic agricultui’al 
wealth of India cannot increase so long as the Indian cultivator is tilling small, 
unprofitable holdings, with the perpetual- risk of their being still further reduced. 
Legislation must simultaneously be undertaken to reduce the morcellement of 
the agricultural land in India, by some system of presemption or some other 
guarantees against sub- division of an unconomic kind. Perhaps the best me- 
thod to accomplish a standard economic holding would be to consider the entire 
land of a village as belonging to the village, and permit its cultivation and enjoy- 
ment to the village collectively. At the same time steps . must be taken to 
reduce agricultural indebtedness, which, as already pointed out has not been 
appreciably affected by the Co-operative Banks after fifteen years of steady 
encouragement. The agriculturists’ debts of a more than thirty years’ standing must 
be taken as cancelled) and no com’t must entertain any suit on such claims even 
if the debtor should himself admit these debts. In the case of more recent debts’ 
unless registered and admitting a specified rate of interest at the maximum, no court 



should be allowed to enforce such claims against agriculturists. To accomplish a 
total, wholesale redistribution of land, and to destroy agrarian indebtedness 
the Governments concerned may have to borrow large sums, and enter into 
complicated fiancial operations; but the consciousness of social injustice in 
the existing dispensation will help to simplify a problem which would other- 
wise run the risk of being shelved sine die on the pretext of insufficiency of 
funds. 



OHAPXBR III. 


• 

REVENUE FROM DIRECT TAXES. 


XLV. • Direct V. Indirect Taxes. 

Tlie 'distinction between tlie Direct and Indirect Taxes is adopted more for 
the purpose of com'^enience in discussion than because we recognise a fundamental 
difference between the two kinds of the taxes.* The original distinction between 
these two kinds introduced by the Physiocrats was as logical as it was 
radical. They considered Direct Taxes to be those which fell immediately upon 
the Tax-Source, and they considered onl}’ such taxes to be desirable.f But in 
practice the tax-reformers of the last century found it impossible to preserve 
the radical simplicity of the Ph)’’siocratic “ Iiupot Unique ” on the “ Produit 
Net, ” as much on account of the difficulty of ascertaining the total national 
produce and of devising a single tax from such produce, as of making the tax 
suffice for the constantly increasing wants of the national exchequer. J In the prac- 
tical mind of Adam Smith the theory itself undeiuvent a change and the total 
national income was broken up into Rent, Profits and Wages, so that the national 
taxation had to be adjusted accordingly. At the present time, therefore, the 
distinction is impossible to maintain on any essential basis of division. 

To adopt the language of Cohn ; 

Even on this basis of a difference merely in the technique of taxation, it is 
difficult to find an agreement in the authorities on the subject. Once free from 
the logical and fundamental distinction of the French School it became increasing- 
ly difficult to accept a fundamental division. K. H. Rau considered the distinction 
to hinge on whether or not the persons paying the task in the first instance were 
intended and did in fact bear the burden of the tax ; but as this was a distinction 
of extrenals only he discarded it in favour of another ; • Taxes on Expenditure 
and those on Assessments. Hoffmann abandoned the distinction because he 
considered the distinction between the Taxes on possessions and those on Tran- 
sactions more fundamental and more in accordance with the true conception of 

* The classification of taxes as direct or, indirect is no longer a question as to the remoteness of the 
tax object from the tax source, but simply a question regarding different kinds of tax objects : it is a 
question of the technique of taxation. ” (Chon. Public Finance. P. 626). 

t Speaking on the Budget. April 15. 1861. Gladstone compared Direct and Indirect taxes to two charm- 
ing sisters, the one blonde, the other brunette, the one more frank and outspoken the other inclined to be 
shy and retiring, m rnember of the House, and more particularly as Chancellor of the Exchequer, he had 
always considered in his duty to pay his respects to both. (Cp. The Budget Speeches of W. E. Gladstone). ' 

t “ La forme essentielle del’ impot consiste a prendre directement ou 11 est. et a ne pas vouloir le 

prendre ou iln’ est pas Changer cette forme directc de I’establissement de 1’ mpot pour lui domier 

une forme mdirecte. e est revenerser un ordre naturel dont on ne se pent s’ecarteri sans les plus grands in- 
eonvenients. (Mercier de la Beviere. quoted by Chon, in his Science of Finance p. 524). 

§ The American Henry George was a more later Advocate of the single tax almost on the Physiocra- 
tic ideal. Reallasation of the socialist ideals would coincide 4vtih the advent of the Single Tax. 
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the Direct and Indirect Taxes. This later division has the merit of pointing td 
the difference that must be observed in the collection and administrative treat- 
ments of these two kinds of taxes. But beyond this, the logical position remains 
practically unaltered. It is impossible to consider all taxes on transactions or 
expenditure as Indirect, and all taxes on possessions or assessments as Direct. 
Even the most common illustration of the Indirect Taxes, — the Customs duties 
levied on goods imported from abroad, may be shown to be in reality a Direct 
Tax, if the importer is himself the consumer, as in the case of goods imported 
through post office.* 


Being unable to consider the distinction between the Direct and Indirect 
Taxes as anything more than a principle of administrative convenience, we need 
•hardly dwell at length upon the relatiye advantages of the two kinds of taxeso 
It is commonly believed that the progress of the political society from the personal, 
absolute regime to the constitutional democratic Government is synchronous 
with, and often facilitated by, the change from the Indirect to Direct Taxation. 

~ Because the Direct Taxes make the taxpayer painfully, relunctuntly aware of 
the burden he is bearing, they lead him to rake a more active interest in the affairs 
of the Govermnent. Because the burden of the Indirect taxes is disguised and un- 
perceived they are necessarily the favourites with governments constituted on 
absolutist principles, and justified, if at all, on the ground of their paternal 
solicitude and “Intentional’’ excellence.! This advantage is bound to be over- 
riding all the disadvantage of direct taxes wherever the ideal of political progress 
on democratic lines is accepted. It is sometimes argued that Indirect Taxes are 
more flexible, more voluntary, more convenient in* administration, more truly 
in accordance with the ability of the tax payer. But (l)ifby flexibility is meant 
the possibility of raising more rev’^enue by a slight increase in the rate of the tax. 
it is difficult to see how the most commonly accepted instances of Indirect Taxes 
can be more productive. At a tinte wlien the Treasury is depleted by some War 
or another extraordinary demand, it is more than likely that the trade of the coun- 
try would have been disorganised if not paralysed ; the ability of the people to 
maintain a high standard of consumption would have been much reduced. At 
that time every addition to the rate of the tax cannot but prove a disappoint- 
ment if it is intended to raise additional revenue. Even in normal times the most 
common phenomenon is that the yield of these taxes does not increase in propor- 
tions to the addition to the rate as the increase in price will unavoidablj?' result 
in a diminution of the consumption and consequently of the tax retiu'n, Tt is 
thus impossible to consider these taxes flexible in the sense that their yield is 
elastic. (2) They are Vokmtary in the sense that ; these being mostly taxes on 


* direct tax is one winch is demanded from the very person who, it is intended or desired should 
those which are demanded from one person in the expectation and intention 
that he shall indemnify himself at the expense of another, i J.S. Jlih Jiinciples ot Pol. hcon. Bk. Y.3 

, , t Impots directs portent iinmldiatement sur fes peraonnes sur la possession ou ia jouissance de a 
rich^flet-ies iMots mdirects sont percns a I’occaslon d’un fait, d'un acte, d’un exchange ” (Leroy Beau, 
Hen Traite de finances). 


2; 
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consumniable commodities, tlio people’s use of the taxed commodities is taken 
to be an indication of their willingness to pay the taxes. But more often tlian 
not the modern financier, seeking additional revenues, takes only those articles 
of consumption, Avhich, being of universal necessity, are likely to be consumed in 
large quantities and consequently sure to yield a large retm'n. But as the commo 
dities selected for taxation are prime necessaries it is at most a theoretic ability 
of the people to forego their use and thus to save themselves the tax burdens. 
Unless the peoj)le have an effecthm alternathm, it is no use to say that they can 
avoid the burdens by not using the taxed articles. And even supposing thai 
there is an effective alternative, the tax would occasion sacrifice of enjo 3 'ment 
on the part of the people inasmuch as it results in an alteration of the direction of 
consumption. We are not here concerned Avith those indirect taxes on commodi- 
ties the consumption of udiich is sought to be preAmnted or discouraged for reasons 
of national producthuty, or because the taxed articles are believed to be deleterious 
in their effects. In such a case the object of the financier is not rcA'^enue but social 
reform or industrial regeneration AA'hich aa’o may for the moment set aside. But 
the fact may be noted that in so much as the tax is productive, and the national 
exchequer becomes dependent on it, the original object of restricting or redi- 
recting consumption is apt to be obscured. We conclude, then, that the apparent 
voluntariness of these consumption or commodity taxes is misleading : and the 
burden of taxation Avould be inequitable as between the rich and the poor, Avliich 
Avould not be counter balanced by the fact that every consumer is free to «5cape 
the tax biudens by not using the taxed article. The only case in Avhich the 
reasoning AAmuld at all be borne out in fact is A\dien articles of luxuries alone are 
taxed, or, Avhen some other ^indications of the ability and Avillingness to bear the 
tax biudens is furnished as by the employment of taxed carriages, or servants 
in liAmry, or similar other direct eAudence of capacity to pay. (3) As regards, 
convenience in administration it ma}'^ be conceded that customs and excise adminis- 
tration in modern states, and the taxes on commodities levied by local authori- 
ties, are more convenient in administering than perhaps Income Taxes and Death 
Duties. But this convenience is conditional upon an efficient service having been 
developed and the taxes ofiering no temptation to evasion. The third canon 
of Adam Smith, Ave may also grant, is more nearly fulfilled b)" these taxes ; only 
in that case the convenience is not of the administrator but of the tax-payer. * 

* 

The great difficulty in the case of direct taxes is to find a suitable source of 
taxation which AAmuld not admit of a transfer of burdens. Ba’- coimuon consent 
Income and Property taxes are regarded as Direct Taxes, though it is by no means 
quite certain that the burden may not be shifted by the tax-payer by asking for 
a higher salary or pension, or seeking more paying investments. Such as the)* are, 
hoAvever, they are the least likely to shift the burdens. But the main objection 
against an Income Tax is that Income is not a reliable indication of ability for taxa- 


* “Every tax ought to be levied at the times or in the manner in which it is most likely 
Yonient for the contributor to pay it. ” ( Wealth of Nationss Bk. V. Ch. II.) 


to be con* 

N. 
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tion. TJie same income maj’’ mean quite different utility to two different persons, one 
of whom gets it from his property the other earns it by twelve hours’ daity toils 
one has no one but himself to support on that income, the other has a growing 
family to feed, clothe and bring up.* Income as a measure of the tax ability would 
be certainly disappointing and singular!}* imjust if we accept only the propor 
iional tax on the obvious dimensions of the income. We are thus led to develop 
a system of progressiv*e taxation, in which the rate of the tax rises in proportion to 
the rise in the size of tlie income, in the belief that the increasing income indicates 
an enhanced ability to pay. And the latter difficulty is met by a system of exemi)- 
tion and rebates or refunds according to the .size of the income, its source, and 
the demands upon it. The property taxes do not always admit of the same 
graduation, exemption or rebates possibly because the chances of injustice would 
be comparatively less. 


The great advantage then, of these direct taxes is that they are more truly 
in accordance with the ability of the tax payer as indicated by the least objec- 
tionable measure of abilit3\ There are defects, no doubt but more accumulated 
experience enables us to devise means by which to minimise these disadvantages 
and the consequent chances of an unequal, iniquitable distribution of the tax 
burdens. From the standimint of Finance they are the more satisfactory in that 
in an hour of emergency, by a mere increase in the rate of the tax, the yield would 
be almost corresponding!}' increased.f There are again, chances of evasion and 
false declaration of the Income ;. but we may escape these defects by the device 
of taxing at the source, and punishing the false declarant or his property should 
it afterwards turn out to be in excess of declaration ± 


Direct taxation as such was not unknown in the Financial administrations 
of India even in the pre-British regime.§ The land Tax or Land Revenue is the 
most obvious instance of a direct tax, which has been familiar to the people of 
India ever since the beginning of history, while practically the whole of the local 
finance in early India was of the nature of direct payments. When direct taxation ’ 
in the shape of an Income Tax was first contemplated under the British Rule, there 
"were many who felt that the novelty of the Tax, and the inquisitorial methods 
which its administration would require would go a long way in making the tax a 
failure. But as Wilson, the first regular Finance Minister of India, observed. 


* Tho British Income Tax system makes a distinction between incomes which arc earned and 
those which are unearned, by levying a liigher rate on the latter. It a' so grants some concessions of to 
married people and to large families. See the Ileport of the Jloyal Commission on Income Tax, 1020, 

t In England tliey liave, ever since its introd«iction, relied on the income tax to make up any sudden 
unexpected strain on tlie National Finance. In tliis 'war as in the Boor War, the Income Tax accounted 
for the largest proportion of the increase in revenues, From 44.80 million the income Tax receipts of 1913- 
14 they rose to £290.43 or by 650 per cent in 1918-19. 

J Under the Pnisslan System of Income Tax collection the estate, if found on the death of the tax payer 
to be more valuable tlmn wliat tlie declaration of income during life time would warrant, all the arrears are 
^.charged on the estate. 

§ “ Direct taxes on tlie trading classes have been Imposed in India from time immemorial, and there 
is at this stage no important Native State in which it is not a recognised part of tlie fiscal system. There is 
'probablynio country m the world m which so large a proportion of a groat revenue is raised by direct sm'all 
payments as In India. As a matter of fact, the greater part of the Land Bevenue of more than £20,000,000 
•'.is raised by what are virt.iially direct payments from an immense number of persons. So again, nearly the whole 
^ithe local taxation is a great part, perhaps in the greater part of India, is received in the form of direct and not 
indirect payments. (Strachey, Finances and FnbUc Works of India 18G9'81. p. 207). 

. o 




Sir I have consulted the ancient sacred authority of Mann and the version of the 
ancient Hindoo law, upon the best authority at my command, is as follows: — 

THE REVENUE LAW LAID DOWN BY MENU. 

‘The revenue consists of a share of grain and of all other agricultural produce; a very 
small annual imposition on the petty traders and shopkeepers and a forced service of 
a day in each month by handycrattsmen. The merchants are to be taxed on a 
consideration of the prime cost cf their commodities, the expenses of travelling and 
their net profits. The following are the rates of taxation ; on cattle, gems, gold and 
silver added each year to the capital stock one fiftieth which in time of war or in- 
vasion may bo increased to one twentieth. On grain one twelfth, one eighth, one sixth 

according to the soil and labour necessary to cultivate it on the clear annual 

increase of trees, fr.’sh moat, honey' perfumes and several other natural production 
and manufactures, one sixth. Thc‘ king is also entitled to 20% on the profits of all 

sales Besides possessing mines of his own, ho is also entitled to halt of the 

precious minerals in the earth, Now Sir, I must say that there is latitude enough for 
the most needy. Exchequer and the most voracious Minister : — a twenty per cent ; 
Income tax upon profits; a tax varyin? from Two to five per cent, upon accumulated 
capital a share of almost every artical produced an annual tax on trades, half the 
produce of mines”* 


XLVI. HISTORICAL REVIEW OF THE DIRECT TAXES IN INDIA. 

Leaving aside the minor examples of Direct Taxation more in the nature 
of an unwelcome inheritance from the past than as representative of the considered 
financial policy of the Government of India, the first general Income Tax was le- 
vied by Wilson in 1860 for a period of five years in order to meet the difficulties 
caused above by the ilutiny.t It was levied, on the English model, on all incomes 
above Rs. 200 per annum and arising from property, professions, trades and offices 
at the rate of 2 % on income between Rs. 200 and 500 p.a. ’and 3 % on larger 
income Avhiclj also bore the additional one per cent, to be used for purpose of 
local development. The taxable minimum was rai,sed to Rs. 500 the year after 
the next when the rate rvas made uniform at 3 %. The average yield was about 
Rs. ] .54 crorcs. When the first Act came to an end, its disadvantages and incon- 
venience wei’t; magnified, and the attempt at Direct Taxation in this modern form 
was for a time abandoned. But the Finance Minister lias come to depend too 
clearly on such aid as this tax afforded ro allorvthe Government for ever to abandon 
this soru'ce of revenue. Owing to the uncertainty of the opium revenue, the de- 
mands of Famine Relief, and the programme of Public Worlm, ^ Finances rvere 
threatened with chronic deficit and hence the License Tax on Trades and Profes- 
sions was introduced in 1867 to take the place of the expired Income Tax. Being 
a tax on non-agricultural incoibes it applied only to those persons who earned in 
the exercise of their trade or profession more than 200 pet annum, the taxed, clas- 
ses being divdded into groups, somewhat on the Prussian model, and pamng fixed 
rates amounting to 2 % on the minimum income of each class. The yield of this 
tax was Rs. 65 lakhs, but the income was further increased by the introduction in 
i868-69 of the Certificate tax, at the some time relief being given under the old 
tax by raising the taxable minimum to Rs. 500 p.a. and reducing the rates to 3j% 
on tlie mmimum income of eacli class. The yield was reduced to 51 lakhs. Bu^ 


* Budget Speech of Wilson, 16 February 1860. p. 16. 

t The introduction of the first tax was tlie occasion of a constitutional struggle of some iinportanwa 
between the Government of India and the iladras Government. Sir 0. Trevelyan, the Governor of MadrSis 
vehemently opposed the Income Tax and was in consequence recalied. 



tlie same year (1869) the “ Certificate Tax ” was converted into and replaced by 
a general Income Tax, The taxable jninimnm and the rate were at first left un- 
changed, but owing to the continued strain on the finances and on apprehended 
deficit, the assessment was raised by oO % while the methods of assessment were 
more rigorous. The 521,000 taxed persons paid the total amount of Es. 1.11 
crores. Tlie rate was further raised to about 3 2 Jer cent, pn the minimum of each 
class below Es. 2,000 a 3 ’-ear and an exact 3j per cent on income above that mini- 
mum. In spite of the enhanced rate the yield came to only 2.07 crores and the 
number oi assessees fell to 386,000. In the next year (1871-2) the taxable mini- 
mum was raised to Es. 750 and the rate was a uniform 2 pies in the rupee or a 
little over 1 %. The yield was then 82 lakhs, and when in the following year the 
minimum was raised to 1,000 the yield fell to 58 lakhs. The tax was abandoned 
at the end of 1872-3. 

During this experimental stage everv thing was against the tax becoming an 
integral feature of Indian Finance. The people were no doubt unfamiliar with 
the mechanism of an Income Tax, and there was room enough for petty oppres- 
sion and extortion. Besides, the constant changes in the rates and the taxable 
minimum introduced a confusion which was in no way compensated for by the, 
obvious desire to take no more from the people than was necessary for the occas- 
sion. The plea of the Bengal Land-lords, and of agriculturists in general, to be 
exempted from this burden on the ground of the Permanent Settlement being 
exclusive of all such taxes, was overruled, and that contributed in no small measure 
to the general dislike to this tax. The next attempt towards a direct tax was made 
in 1877 to meet a falling exchange and a heavy famine. Starting wth the United 
Provinces and the Punjab, the License Tax on traders and artisans was made com- 
mon practically to the whole country. All incomes derived from non-agricultural 
trades and dealings were taxed at fixed rates varying with the classes into which 
the assessees were divided. Though the clas.sification differed in different provin- 
ces the}' were all subject to the general condition that in no case the tax was to 
■ exceed 2 % of the Income. The taxable minimum was at first above Es, 400 
but was in 1880 raised to Es. 500. Incomes derived from Government service 
and profession were free from the tax. The minimmn tax on any individuaU 
was thus Es. 10 the maximum being Es. 500, except in Bombay, where it was Es« 
200. This arrangement, however iniquitable according to modern notions, con- 
tinued unaltered till 1886 — and the yield varied from Es. 90 lakhs in 1878-79 to 
Es. 52 lakhs between 1883-86 on an average. Defective as it was, the License 
Tax of 1877-78 was left imdisturbed by the Government, partly because by cons- 
titution the Indian Government is averse to changes, partly because the people 
were becoming gradually accustomed to this form of taxation which might have 
been unnecessarily disturbed by an ill-timed change, however sound it may seem 
in theory. In 1886-87. however, the need to finance the Burman War, and the 
additional military expenditure consequent upon the Penjdeh incident, as well as 
the dem.apds of a rapidly falling exchange, suggested a radical re%dsion, A general 



Income Tax on non-agricultural income was thus introduced to take the place of 
the License Tax. The taxed incomes were divided into the four classes of (1) 
Salaries and Pensions, (2) Profits of Companies, (3) Interest on securities, (4) and 
other sources. Incomes over Es. 2,000 a } ear were to pay a general rate of 5 pies 
in the rupee (about 21 %) ; incomes from salaries and securities between’ Rs. 500 
and 2,000 were to pay 4 pies in the rupee (about 2 %) while similar incomes derived 
from other sources were to fixed rates according to classes. Of these liere 
were 6 classes, on the three lowest of which the tax was equal to 2 % on the mini 
mum of each class, and for the otliers it was sliglitly in excess of 2 % of the maxi- 
mum of the class. Incomes below Es. 500 were to be free as also all incomes 
derived from land or agriculture. Exemption was similarl}’- granted to charities 
and endowments and soldiers whose income was below Rs. 500 a month. 

The law as thus passed was for the wliole of India, and its main princqfies 
still remains in force. Subsequent changes were (1) In the direction of raising the 
minimum exempted, which was raised to Rs. 1,000 in 1903, thereby freeing 315,000 
persons out of 500,000 tax-payers at a sacrifice of about 29 lakhs or 14 % of the 
previous revenue; and again in 1919-20 when the tax-free minimum was raised to 

2.000 at a sacrifice of about 75 lakhs; freeling 237,000 persons out of a total of 

381.000 (2) In the direction of sharpening the rate of graduation or progres.sjon 
of the tax. In the original Act there was really aio attempt to make the tax pro 
gressive, unless we consider the difference between 4 pies and 5 pics as indicative 
of the omission. Even in the reforming Act of 1903 no attempt was made to 
improve tlie progression. It was owing to the grave necessity occasioned by the 
ast War that the Income Tax in India for the first time accepted the principle of 
progresssion in assessment. The Budget of 1916-17 left untouched the exemptions 
granted by previous legislation, as also the rate of taxation on incomes^ upto 
Rs. 5,000 a year. But for incomes exceeding 5,000 the tax was raised to 6 pies 
in the rupee upto 9,999 ; on incomes between Rs. 10,000 and over at the rate of one 
anna in the rupee or 6 %. Tlie ptrofits of companies were made assessable at the 
uniform rate of 6 % subject to exemption in the case of individual share-holders 
whose income from all sources was such as to demand a lower rate. In the next 
following Budget the principle of jprogression was carried a step further by the 
introduction of the Super Tax, which begins in respect of incomes exceeding 
Rs. 60,000 and is charged at the rate of one anna in the rupee on every rupee after 
first 50,000; at H anna in the rupee on incomes between one lakh and one and a 
half lakh; for every rupee of ,the next Rs. 50,000 of the excess i.e. between 1| lakh 
and two at two annas in the rupee or 12| % and on incomes over 2|- lakhs at the 
rate of 3 annas in the rupee. These are in addition to the standard Income Tax at 
the rate of one anna in the rupee or %. The maximum charge, therefore, 
under the Indian rates is 25 %, being much under the charge levied in England or 
the United States. The total yield of the Income and Super Taxes in 1918-19 was 
nearly 10 crores.* 


. • The Super Tax, niodifled in 1820-21, was reintroduced in tlie next budget (r921*22) at- a slurp- 
■ ly progressive rate, being 25 % maximurce — on i« conies exceeding 3i lakhs a year," 


XLVn.- DETAILS OF REVENUE FROM DIRECT TAXES IN INDIA. 

The suhiomed table shows the growth of the Income Tax and other cognate 
taxes since the beginning of the period under review’. 
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Tax. 


Apart from the general Income Tax there are. now no other Direct Taxes 


under the name of assessed taxes, witli the possible exception of the Capitation 
Tax or “ Thathameda ” of Burma. The proceeds of this Tax are, how'ever, credit- 
ed under the head of Land Revenue, though the tax really represents the Income 
Tax for the up country regions of Burma. Since 1905, tlic whole of Lower Burma 
has been made subject to the ordinary Income Tax, wdiile in Upper Burma, with 
the exception of Mandalay the Tax applies only to Government servants and to 
some employes of the Joint Stock Companies. In the Central Provinces there w’as 
another direct Tax, the “ Pandhri Tax, ” w’hich Avas abolished in 1902. The 
only other representative of direct taxation in the Indian Fiscal system are the 
Provincial Rates wdiich wall be discussed anon. 

At the end of the nineteenth century, 81 % of the assessed w’ere in the lowest 
class and paid between them 35 % of the total yield. The total national income 
subjected to the tax Avas declared about the same time at 78 crores. Of the four- 
classes of incomes, salaries and pensions accounted for 30% of the yield, profits 
of companies 7 %, Interest bn securities 5 % and the other sources 58 %. As 
betAveen the provinces Bombay had 1 out of every 209 persons paying the tax, 

' Madras 417, Punjab M4, Bengal 580, United ProA’inces 637, Assam 681, and 

J flsures show gross yickl in every case upto 1890-1000 the figures give *—10 lUirecs ’sluce 
1800 tno £ — 15 rupees. 
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Central Provinces 1,077. Ten years later the smallest taxed incomes accounted for 
65 % contributing only 1/5 of the total revenue. The total number of assessees 
was 270,000. Of the total tax, salaries contributed in 1911-12, 28 % ; company 
profits 11 %. • Interest on securities 5 % and the other sources 4.6 %. At the pre- 
sent time the total number of assessees, according to the latest reduction, is about 
144,000 paying, however, a much greater tax, increased by nearly four or five 
times the pre-war level. 

XLVni. CRITICISM ON THE INDIAN INCOME TAX SYSTEM. 

Considering the Indian Fiscal system as a whole we cannot but admit that as 
compared to Western nations Direct Taxes play a very insignificant part in the tax 
system of India, if we leave out of account the Land Revenue as a debateable sub- 
ject. If we include the Land Revenue and Provincial Rates, tlie total yield of 
Direct Taxes was about 42 crores in 1917-18 out of the total revenue of 170 
crorcs or 25 %; the pre-war average being nearly the same (.35 crores out of a total 
of 128 crores). This contrasts poorly wdth the Direct Taxes paying 40 % of the 
total revenue in the pre-war era, or 80 % of the total in the last war year, in the 
United Kingdom, or fiO % of the United States revenues in 1917-18. If we omit 
from these figures the great item of Land Revenue, the pre-war percentage would 
not much exceed 21 %. This shows a very disproportionate burden of taxation 
between the different classes of tax-payers. It is true, indeed, that the wealth of 
jndia being relatively very small, the 3deld from Direct Taxes would never be^ 
very great in this country. It may also'be that a great jrroportion of the Direct 
Taxes escape enumeration in the Imperial Budget as the more important of 
them are more fully in the Local Jurisdiction. But making full allowances for 
these factors the fact still remains that the proportion between tire two classes 
of tax burdens is borne unecfually by the different kinds of tax-payers. It has • 
been argued that Direct Taxes, of the kind of the English Death Dutie.s, are impossi- 
ble in India owing to the law of Joint Family which allows of no division of ances- 
tral property being made. But that custom, even admitting that it is impossible 
of modification by modern legislation, applies in all its rigour only to landed or 
immoveable famil}^ wealth. We shall show elsewhere some means of meeting that 
difficulty. Here, we may point out that at least as far as the m'oveable property 
of Non- Agriculture classes is concerned, the State in India may well tax it for the 
common need; and though the amount expected frozn such a source be small, the 
tax if introduced would help to right the present unfair ba lance in favour of the 
payers of Direct Taxes.* 

* The amount that might be expected from such a tax is diflcult to estimate. Wo have no records 
Total paid up Capital of Joint of transfers of estates and their values at death of original. 

Stock Co. Us. 200 Cr. owner. The table in the margin shows the probable amount 

Bank deposits 125 „ of total properly which may be brouglit under such a tax. 

Govti Debt, and liabilities . . „ 500 „ And if Wc assume that about 10 % of tlie total changes hands 

Municipal & Port Trust . . 35 m everj- year by death and that it is taxed at 5 % on an average 

Savings Banks 25 m the -total tax expected from this source would be under 5 

Go. Op. Soc- . . . . „ 10 M crores of rupees. The table we may notci has been com- 

piled from tlie evidence of ]Mr. Pindlay Sliirras before tlie 

Indian Industrial Commission Vol. II p. 854. The estimate does not err on the ground of being over sanguine 
The figures are upto the end of the year 1916-17. except in the case of the paid up capital of the Companies 
which have been brought more upto date. With 100 crores changing hands in tlie ordinary course of nature 
the 5 % average tax would realise Ks. five crores or make up for tlie loss of the excess profits Tax In the latest 
BudgM. 
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Another great defect of our 'system of Direct Taxation is the exemption of 
Agricultural Incomes from taxation. The small cultivator of the Ryotwari re- 
gions has indeed an income too small to be able to pay a tax thereon ; he would 
be exempted in any system of equitable adjustments of the tax burdens. Besides 
lie takes more than a fair share of the burdens of the Government by the payment 
of the Land Revenue, in itself a Direct Tax almost like an Income Tax. While in 
the case of the other Incomes, all incomes below Rs. 1999 a year are now exempted, 
or Rs. 1,000 a year until quite recently were exempted, the bulk of the Land Reve- 
nue is paid by men living much under that minimum of taxation. If an attempt 
were made to make tax burdens more evenly distributed it is more than likely that 
a great portion of that revenue will have to be permanently abandoned, But while 
there is possibility of considerable decline in revenue if the exmption' limit is 
raised, the Incomes of the great Bengal Land-Lords or the Oudh Talukdars ^ will 
more than make up the deficit, if taxed at a rate in proportion to the size of 
their incomes. The Permanent Settlement, it has been argued, has resulted 
in an exemption from taxation, which is all the more scandalous as the 
individuals exempted are the most able to bear the burdens. But so great 
is the strength of this powerful vested interest that when, owing to War needs, 
the rate of the Income Tax was sharply raised in 1917-18, and an attempt 
made to tax at least the Income derived from the savings of the Agricultural 
Incomes, the representatives of the Land-Lord classes in the Imperial Legislative 
Council voted solid even against this slight infringement of their extraordinary 
privileges. It is an irony of fate that the veteran Bengali Leader — the great 
Sureudro Babu — was made the mouth-piece to maintain these indefensible 
privileges. It is to be seen what he will do as a minister. In Bengal 
alone the Land Revenue now collected is estimated to represent only 
about 25% of the rental of the Bengal Land-Lords. If the basis adopted 

in the Shaharanpur rules -were extended to Bengal the revenue from land in that 
province would account for 6 crores and together wdth Bihar and Orissa, it might 
be much in excess of 9 crores. The taxation of Income would then be placed on 


* T]je table in the margin shows tlie proportion of the Land Eevenue contributed by tJie different 
ind Revenue bv Provinces. Ks. nrovinnes. As of Mip tnf.ni r.nnri 


Land Revenue by Provinces 

Bengal 
Madras" 

Bombay 

United Provinces 
Punjab 
Burma 

Bihar and Orissa 
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Other Provinces 
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provinces. As of tlie total Land area in India 47 % is 
held by small peasant proprietors and 53 by Zemindar 
of latter rapier more ttian a third or 40 % is permanently 
settled while the remaimng 00 % is temporary. Assuming 
lor the sake of simplicity that the revenue is contributed 
in equal proportions by the permanent and the temporary 
tax-payers according to the table on p. 171 of the Decen- 
nial Statement of the Progress and condition of India 
issued on 22 July 1913, the revenues would have to be 
exempted from taxation as noted below in the different 
provinces. The entire revenue in the Ryotwari districts 
~ XI, ^ , iieed not be exempted. But assuming that it is wholly 

or nearly 50 % If the charge in tlmZa^- 


raindary area is doubled the loss would be made up. 
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anotlier footing altogetlier. At tlie present time, liowever, assuming tlie Land 
Revenue from tlie Ryotwary as well as the Zemindary areas to continue on the 
existing basis in spite of its manifest injustice, the only means to equalise the bur- 
dens of taxation is to levy an income tax from the large landed proprietors at the 
same rate as is levied on other incomes on the ^aliole of their income, no matter 
from what source they are derived. Probably such a measure would add 
another 5 crores at the very lowest compulation. If the whole of the excess or 
unearned increment is to be taxed the addition would be much greater. 

Besides these two main defects in the Income Tax system of India, there are 
others of minor importance, which, however, if properly loolied to. might add no 
small sum to the exchequer. For instance at tbe present time the tax is suppos. 
ed to be levied on the total income no matter how derived. Apart, however, from 
the profits of the Companies, the dividends of whicli deduct the tax before payment 
to the proprietors, there is no means to apply tbe device of taxing at the source. 
Thus in the case of Public Servants only the official salary and acting allowances 
are subject to tax deduction before the salary is paid. But the other gains of 
public servants, e.g. Travelling Allowances, Expert or Examination Eees^ and 
similar additions to the income are not taxed in the same way as the main salary 
and allowances. As these incidentals make up no small proportion ‘of the income 
of public sei’vants, it is not improbable that a more rigorous administration 
of the tax may add considerably to the total of the tax.f Again, the original 
Act, in order to make the tax as little objectionable as possible, allowed merchants 
and others who desired the convenience, to declare their incomes once in 3 years 
and to pay a lump sum by way of the tax on such an income without right of 
revision or fresh declaration. It 'is notorious that this prmlege is capable of gross 
abuse, and is in fact abused. Finally, in the case of merchants and professional 
men the assessment of the tax is necessarily dependent on the declaration made 
by the individual tax-payer, a declaration which there is reason to believe, is by 
no means excessive. There is, moreover, no distinction in the Indian Income 
Tax system between incomes which are earned by the personal exertion of the 
earner, and those which are the results of factors in manipulating which the 
earner has no hand. Necessaiily the former is uncertain, precarious unsafe and 
ought, therefore, to be differentially treated in the rate charged, or exemption 
granted. Similarly too, allowance ought to be made according as to whether 
the income is for the exclusive gratification of the owner or has other charges 
upon it such as the support of a growing family. A rebate or exemption 

* According to the Decennial Statement of the progress and condition of India, the total area of 
008 million acres was divided into 285.03 million Ryotwary, and 322.5 million Zamindary acres, of which 
121.80 were permanently settled and 200.03 temporarily settled. If we divide the total revenue from land 
in equal proportions the permanently settled Z.amindaries would pay 20 % or 7 crores, the temporarily settl- 
ed Zamindaries would pay 33 % or 12 crores, .and the rest 17 crores, would be paid by tbe Ryotwary .areas 
If we extend the fifty percent net assets rule to the permanent Zamindaries, and if rv'e accept that tbe present 
tax represents only half that r.atio the yield from these lands alone would be greater than 7 crores. And 
similarly the 12 crores paid by the other Zamindarj' hands were taxed at the average rate of 10 % the .yield 
would be 1.20 crores. 

f If the total Income Tax revenue is made up of 30 % contributed by salaries pensions and gratu- 
ties, and if the incidental income may be estiinated'nt half as much, the addition by a rigorous administration 
pf the tax would not be less than one crore, in the case of public and other salaries alone. 


mlisfc be granted on this account as well. Those changes, made, migM 
conceivably reduce the yield by 2 crores roughly. But if all the other changes 
are simultaneously introduced, the net total yield from the Income Tax 
must surmount to Bs. 30 crores in the very first year.* 

We thus find that, if the tax bm’dens are more evenly divided by the intro- 
duction of other Direct Taxes on property, by the removal of unfair exemptions 
and by the more rigorous administration of the system, tiie present returns from 
the Income Tax, retaining the present rates of Taxation, would be at least doubled’^ 

IXL. PROVINCIAL RATES. 

The only other form of the Direct Tax is to be found in the Provincial Rates. 
These were first introduced to provide funds for the construction and repair of 
roads and schools, dispensaries and village sanitation in general, and other local 
expenditure. Acts authorising the Levy of land cesses on the laud rental were 
passed in Bombay, Madras. Bengal and the United Provinces and the Punjab 
between 1865 and 1871. Side by .side with these the Punjab and Oudh cesses 
for roads, schools and the district post, assessed at the time of the Land Revenue 
Settlement, were continued. The Central Provinces, Burma and Assam had similar 
additional cesses as well. Later, a Public Works cess at the maximum rate of' one- 
half anna in the rupee, was added in Bengal; and some of the cesses were raised 
while a general cess in place of the numerous settlement cesses was substituted 
in Assam and Burma. 

These cesses are generally assessed on the Aimual ” Assets ” or rental value 
of land, calcxdated variously in the dill'ercnt provinces according to the nature of 
the prevailing system of land tenure in each province. Continued surplus of 
revenue over expenditure enabled the Government of India in 1905 to promise 
substantial assistance to the local funds equal to one-fourth of the total iucome 
from the land cesses of all Local Boards, lii the same year the special Famine 
Cesses imposed in 1877-78 in the United Provinces, the Central Provinces and the 
Pimjab, yielding about Rs. IS Lakhs a year, were abolished. Xext year for the 
same reason the Patwary and various other village service cesses were abolished 
at the sacrifice of 75 lakhs revenue. Petty ajxpropriations, formerly made from 
the funds of Local Boards to meet the cost of normal schools, local Governnieu't 

• According to the estimate already given, the new direct t.ix on inovciiblo property In- the nature 
of DeatJi Duties would amount at tlio lowest to Its. 5 crores. Tuj roinoval of exemptions from agriculture 
Incomes ought to add another 0 crores while moic .rigorous iulininiatratioii ought to add anywticro between 
one and five crores according to the rigorousness introduced. That tlio present svstcni allows considerable 
underdeclaration maybe shown from the blnglo fact tliat In Dombay Presidency there were, according to tho 
returns of 1914-15 about 3,000 people paying income ta.v on an income e.xccediug Its. 10,000 a year. In Bom- 
bay City people of that class numbered less than 1,000. 

Though there were nearly 5,000 motor cars in the city allowing tor multiplicity of cars in somo 
bands, as also for Government and piibilc cats, therea were still about 3,000 cars at least privately owned. 
Under the conditions of life in Bombay, no one with an income ot less than 1,0Q0 a month can aflorcl to keep 
acar in Bombay The same conclusion appears from the number ot people paying rent over CO a moirtli, who 
at the mo«t modest calculation of tiro residence-s in tire new and fashionai'leiiuarters of Cuftl Parade arrd 
Colaha, Walkeshwar and Gamdevl, Sandhurst Road and Choupati cannot be under 5,000 and none of them 
could be telling the truth If they declared tlieir iucome under Its. 5,000 a mouth. Tliere are 400 Cotton 
bfolcera and an cgual number of Bhare-brokers not to montiousub-brokors whose net incomes range from 
lOiOOO to lOiOOiOOO individually. 



offices and the like, were discontinued. The relief thus, given Avas at the expense 
of the Imperial Revenue. The principle then adopted by the Government of India 
was that no local cesses should be imposed on the land, supplemental to the Land 
Revenue Proper, except such as are levied by or on behalf of the local governing 
authorities, and for expenditure by these on genuinely local objects. The Budget 
of 1913-14 abolished the appropriations from the land cess for Provincial purposes, 
The proceeds .of the Public Works Cess 'of Bengal will now be macje over to the 
District Boards, while the appropriations for rural police in the Province of Agra 
discontinued. 

A general cess for local purposes is now levied tliroughout India on the annual 
value of land, at a rate approximating to 6 %. In some jirovinces this cess may 
be increased for the purpose of constructing District Railways or Tramways. 
The cess is annually collected along with the Land Revenue ; but tlie jiroceeds arc 
administered to a large extent, if not wholly, by District Boards and other local 
authorities. Since 1908 these revenues have been excluded from the general ac- 
counts of the Government of India. The subjoined table shows the revenue from 
these rates or cesses. 


y ear. 

Revenue. 

Year. 

Revenue. 

Year. 

Revenue. 

1877-78 

£ 

238,504 

1890-01 

£ 

3,491,240 

1903-04 

£ 

2,825,349 

1878-79 

2,638,835 

1891-92 

3,502,837 

1904-05 

2,824,481 

1879-80 

2,882,125 

1892-93 

3,705,498 

1905-06 

2,798,057 

1880-81 

2‘,766,317 

1893-94 

3,514,571 

1906-07 

2,280,579 

1881-82 

2,895,419 

1894-95 

3,511,154 

1907-08 

525,825 

1882-83 

2,683,015 

1895-96 

3,707,005 

1908-09 

533,693 

1883-84 

2,878,731 

1896-97 

3,536,855 

1909-10 

539,228 

1884-85 

2,791,461 

1897-98 

3,723,296 

1910-11 

554,370 

1885-86 

2,960,315 

1898-99 

3,922,143 

1911-12 

548,680 

1886-87 

2,999,986 

1899-00 

2,498,783 

1912-13 

552,149 

1887-88 

3,035,323 

1900-01 

2,562,713 

1913-14 

' 180,214 

1888-89 

3,054,254 

1901-02 

2,743,154 

1914-15 

38,815 

1889-90 

3,410,055 

1902-03 

2,747,390 

1915-16 

41,841 


Hardly any comment is necessary on this steadily diminishing item of Public 
revenue beyond the remark that the Government of India have at last recognised 
the principle of the local revenue being reserved exclusively for local pm'poses. 
The authority of the local bodies in India in the matter of taxhtion leaves still mticJi 
to be desired ; but we may record Avith appreciation the adoption of the principle 
already referred to, as also the fact that this item is rapidly disappearing from the 
Imperial Statement. 



Chapter iv. 

.1 » — 

L— INDIRECT TAXATION IN INDIA. 

As has already been observed the constitution of the Government of India 
naturally inclines them to favour indirect taxation, as being alike easy to collect 
imperceptible in its effects, and adequate in its yield. With the exception of 
the Customs Revenue, the bulk of the Indirect taxation has not been the subject 
of any careful enquir}^ into the objects and aims of such taxation, as well as the 
incidence, effects and administration of such taxes. The Salt Revenue and the 
Excise have at different times, and for different reasons, provoked criticism, it is 
true ; but in ueitber case was an attempt made to consider and formulate a com- 
prehensive scheme based on a scientific policy. If we leave out of account the 
Land Revenue, the Salt Revenue, Customs, Excise, Stamps and Registration con- 
tributed to the total revenues in the following proportions 



Total 

Direct 

Total 

Proportion 

of 

Proportion 


Indirect 

Taxafion. 

Revenue. 


1 & 

2 to 3 

of 2 to 1. 

Year. 

revenue 








£ 

£ 

£ 





1861-62 

10,928,594 

2,054,696 

43,893,472 

25'% 

and 

4.8 % 

18.3 % 

1871-72 

13,388,027 

825,241 

50,109,093 

26.75 


1.75% 

3.125% 

1881-82 

16,930,368 

3,432,519 

73,695,806 

22. 9 

>> 

4.5 % 

20.00% 

1891-92 

24,884,281 

5,844,334 

101,426,693 

24.75 

3> 

5.75% 

24.00% 

1901-02 

17,608,361 

4,112,464 

66,852,191 

26.5 

>? 

6.0 % 

23. 5% 

1911-12 

23,730,523 

3,201,558 

82,835,750 

29. 0 

;> 

2.6 % 

9. 3% 

1912-13 

24,360,673 

2,294,546 

86,862,398 

28. 0 


2.65% 

9.56% 

1913-14 

25,755,080 

2,130,460 

85,207,175 

30.2 

?? 

2.5 % 

8. 0% 

1914-15 

24,682,210 

2,075,547 

81,157,666 

28.57 

>3 

3.5 % 

8.4 % 

1915-16 

24,106,183 

3,131,964 

84,413,537 

30. 0 


4.0 % 

13. 0% 

1916-17 

29,018,618 

3,104,358 

98,050,430 

30. 0 

>5 

4.0 % 

13. 0% 

1917-18 

32,952,893 

6,336,737 

112,662,347 

29.33 

33 

5.6 % 

19. 0% 

1918-19 

34,770,600 

7,330,500 

121,500,500 

27.^9% „ 

6.0 % 

21. 3%.EE. 

1919-20 

36,065,300 

13,556,100 

123,190,800 

28. 0 


11.0 % 

37. 5%B.E. 




,Ll. STAMPS REVENUE. 

The Stamps Revenue of the Government of India is derived from two great 
classes of stamps, judicial and commercial. This branch of the revenue is regu- 
lated by the Court Eees Act of 1870 as regards the Judicial or Court Fee Stamps, 

f These figures represent In each case gross revenue- The figures of net revenue would be about ten 
per cent less. E.vcept in the last two years the figures are all actual account atatementss in the last two years 
they represent Ilevised Estimates and Budget Estimates respectively. In the years before 1900 the figures 
represent tens of rupees, the poimd sterling being taken as egual to ten rupees- After 1900 the rupees are 
converted into sterling at the rate of Bs. 15— £1. Tlie Indirect Taxes include Salt, Stamps, Customs, Ex- 
cise, and Eegistration ; the Direct Taxes include Income or Assessed Taxes and Provincial Bates and in the 
War years Super Taxes and Excess Profit Tax. 



and by the Indian Stamp Act of 1899 as regards the otlier stamps, with subsequent 
amendments. The former is imposed on petitions, plaints and other documents 
filed before Civil and Criminal Courts as also before the Revenue Courts , with 
specified exceptions in each case. The latter imposes duties on commercial tran- 
sactions recorded in writing, lilce Conveyances, Bonds, Cheques, Bills of Exchange 
and Receipts. This last was altered in the Budget of 1910 imposing higher 
duties on Debentiues, Share Warrants to Bearer, Transfers of Shares and Deben- 
tures, Bills of Exchange, Probates, etc. The increase was calculated to yield and 
additional net revenue of about £120,000 a year.* Of the two branches the Court 
Eee Stamps account for two-thirds of the total revenue, while the commercial 
stamps make up the other third. 


We have alread}’ considered, while discussing the E.xpenditure on Courts 
of Justice, the question whether we should regard the Stamp Fees levied from 
litigants as a tax or a return for service rendered by the State, and have held 
that they are more in the nature of a tax than of a ])rice for a service. It is 
difficult to class ejuite satisfactoril}* the other brand) of the stjimp revenue, that 
derived from commercial documents. It is a cliarge made by the state for Die 
authentication of documents which may have to be relied upon to prove disputed 
matters, and as such one may regard it as a sort of a fee for a service rendered by 
the State in the interest of tlic community. I’Jie fact, liowevcj-, that tlic state 
attempts to graduate its charge according to the value of t he transaction in many 
cases would go rather to shew that whatever its origin, it is now regarded more 
as a tax than as a fee, which ought to be uniform, and must be relatively a small 
charge on the transaction, irrespective of the value or utility of the transaction. 
Whatever Ave may adopt as the theory of this cliarge. it is at present time an 
integral item in the revenue system of jiiost modern communities, being popular 
with financiers on account of the ease of collection and suporinlondance, Avhich 
is so characteristic of the Stamp Duties. In India for a considerable period the 
Stamp and Registration dues Avere classed as indistinguishable, but since 1879-80 
the items Avere separated, making Stamp revenue an independent item by itself.-j- 


* In the Budget of 1910-11 the alteration Avas estimated to yield : — " In 1910-11 the revenue lias been 
taken at Es. 29.21 lakhs more than in the current year. Of these Its. 10 lakhs represent the proceeds of 
enhanced taxation Avhich it has been decided to impose In order to aA'old n defecit. The taxation takes the 
form of raising the present duty. ” (Budget 1910-11. para 27). 

T Ave regard a fee as an accompanyment of an act of Goveriiincnt wliich would bo no less necessary 
even if no particular payment A\ere demanded for it, so that it can cA’ldcntly not be regarded as performed 
in consideration of the payment, (Ran ; RinanAs-issenscliaft) the stamp duty can scarcely bo considered to 
be in the nature of a fee. Bor the use of st.araped paper, at least as far as coinmerdal stamps arc concern* 
ed, is between private individuals, merely collects a tax by means of its stamp, whicli neither renders an 
indispensable serrdee, nor is quite candidly a tax by order of soA-ereign authority. “The stump honesUy con- 
fesses that it is^ nothing more than a useful form of taxing certain objects, or of collecting fees from objects 
Avhich have no intrinsic connection with the fee. Being a piece of p.iper, it la well adapted for objects nhich 
are in the form of a piece of paper or are wrapped in paper— for documents as.AvcH ds for playing cards, for 
Instruments of exchange as Avell as for articles of consumption. (Cohn. Op. Cit. p. 424 art. 2810 
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Tlie Indisn Stamp revenue has nothing to do with the Consumption tax intro- 
duced in the form of a Stamp duty, as in France or the United States.-^ 

LII. REGISTRATION. 

As observed before the Registration charges Avere up to 1879-80 collected along 
with the stamp duty, but have since that date been recorded separately in the 
public accoxmts. Tlie registration' of documents is governed now by the consoli- 
dating act of 1908, called the Indian Registration Act (XVI) of 1908. There are 
two classes of registrable documents.: — those requiring compulsory registration 
and those in winch registration is optional. Compulsory registration is applied 
to documents such as instruments of gifts of immoveable property of a value 
exceeding Rs. 100 or more, and some leases of more than one year. Registration 
is voluntary in tlve case of instruments relating to property (immoveable) of a 
value under Rs. 100, leases for not more than a year, instruments for rights in 
moveable propert}'-, wills and other documents. The item in public accounts called 
Registration also includes fees for searching records, for making copies etc. In 
other cases the law governing registration of transferred property is the Transfer 
of Property Act of 1882, as amended b}'' the Act of 1904. Mortgages of any im- 
moveable property are under that Act made compulsorily registrable, as also in 
the case of sub-leases. In fact the transfer of every kind relating to immoveable 
property is now compulsorily registrable. 

TJie folloAviug gives an indication of the amoimt of revenue derived from re- 
gistration as well as the value of registered property passing hands. The charges 
in connection with the registration revenue, as well as the revenue itself, are 
in the margin table. The net surplus of revenue over expenditure is thus very 
small being about £ 200,000 in roimd figures. 


• The following are some of tlic most important stamp fees in India : — 


Occasion- 


Amount of Duty. 

Us. 

1. Entry in High Court of Vakils or advocates. 500 


Occasion. 


4. 

Articles of Association of a Co. 


25 

3. 

Articles of Clerkship 


Slemorandum without Articles. 


40 

5. 

Articles of Memorandum 

'8. 

Composition deed 


10 

7. 

Appointment undet Power 

10. 

License 


10 

9. 

Will and Adoption 

12. 

Keconveyance 


10 

11. 

Partnership 

14. 

Award 

* * 

5 

13. 

16. 

itelease 

Bond ( Es. 2i and over) 


Amount of Duty. 

. 

250 
250 
15 
15 
10 
• 10 
5 

In addition to these the Bills of Exchange and Bonds are charged and advalorein stamp duty rising 
with the amount of the Bill or Bond, and the same scale' applies to mortgage deeds, leases, conveyances 
in general. Other documents liable to stamp duty are Cheques ( 1 anna ), receipts, share certificate, 
Insurance policies etc. 

The subjoined Table shows the total revenue and expenditure in connection with the Stamps. 

Net Surplus 
£ 

3,340,689 
3,364,403 
3,457,808 
3,017,252 
3,798,200 
3,843,048 
4,120,540 • 
4,100,018 
4,398,515 
4,087,871 
4,680,339 
4,915,217 
4,915,217 
4,902,180 
6,280,482 ' 
5,608,230 


Year. 

Eevenne. 

£ 

Expendit 

£ 

1901 

3,440,400 

10.1,817 

1902 

3,473,711 

109,308 

1903 

3,680,247 

122,379 

1904 

3,738,302 

121,091 

1905 

3,926,304 

128,164 

1900 

4,029,908 

186,207 

1907 

4,259,049 

139,109 

1908 

4,344,050 

174,038 

1909 

' 4,548,304 

151,789 

1910-11 

4,811,691 

123,820 

1911-12 

4,815,129 

134,190 

1912-18 

6,009,113 

153,898 

1913-14 

5,318,293 

173,143 

1914-15 

6,082,043 

119,803 

147,150 

1915-10 

5,433,032 

0,776,695 

1916-17 

178,466 
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Number of Registrations. 


Immoveable Moveable 

Tear. property. Property. 

1902 . . 2,714,463 276,833 

1903 .. 2,701,548 273,169 

1904 .. 2,775,397 ' 284,569 

1905 . . 2,897,358 286,752 

1906 . . 3,208,447 304,401 

1907 . . 3,367,486 303,366 

1908 . . 3,567,867 314,152 

1909 .. 3,659,011 301,105 

1910 . . 3,468,920 292,907 

1911 . . 3.516.914 293,295 

Registration Receipts and 
Charges analysed. 

Fees for documents .. .. 54.04 

Fees for copies 2.97 

Miscellaneous 5.77 

Total Receipts .. 72.79 


Aggregate value of property. 

^ (In million sterling) 


Immoveable 

Moveable 

jt 

Total. 

£ 

45.69 

3.78 

49.47 

47 25 

8.82 

51.07 

52.48 

4.18 

50.00 

54.25 

4.19 

58.44 

59.95 

4.44 

04.39 

64.18 

4.02 

08.80 

68.89 

4.80 

73.67 

70.04 

4.80 

74.84 

71.00 

5.00 

76.00 

71.55 

6.40 

70.95 

It 'will be noticed that the revenue from re- 

iiistration fees i.s not in connection Avitli those 

o 

events which occur frequently in 

any Society 

which need some 

sort of solemnisation by 

the intervention 

of the state 

authorities. 


If it be intended to derive a con.siderable revenue, more or less on the analogy 


of the Stamp Eevenue, Eegistration fees ought to be cliarged on such events as 
deaths, birth, marriages etc. In the case, of marriage, it may be admitted, it may 
not be possible for some time to come to lev}’- a license duty or fee, as the principle 
of civil marriage is not quite understood, and will not be easily accepted, in this 
country. Unless the priesthood of all classes is subsidised, and religion made a 
department of state, a consummation very for from likely, — it would be more cost- 
ly than remunerative to institute marriage fees for the State. But a registration 
fee for death and birth certificates ought to be easily accompli.shed. If the fee is 
small, as it must be in tlic circumstances of India, — say one anna, per each such 
event registered, — the revenue may benefit to the extent of Es. 10 lakhs in round 
figures. A low charge like the one suggested would not cause any great hardship 
to the poorest section of the community, while a proper registration system might 
be immensely serviceable, not merely in improving our statistics of population but 
also in enabling better measures for sanitation to bo concerted.’’' 


But a more prolific source of revenue would be an increase in the Stamp 
duties, especially on Commercial documents, like transfers of stocks and shares, 
issue of debentures, new shares, new Companies and the like. We do not support 
such a measure in any hope of its being able to put a stop to, or even to discour- 
age, unhealthy speculation, evhich is now so characteristic of the Indian Markets. 
Apart from the fact that intelligent anticipation of the factors of supply and 
demand of the staple commodities is an important, almost indispensable economic 
service rendered by the speculator, and as such his activities should not be indis- 
criminately hampered, there is'’ the more practical objection that such an object 
Avould be impossible to be accomplished by the means merely of an increase in the 
Stamp Duty. In the first j)lace, it is most frequently impossible to distinguish 

* There are annually 7 nrillion deaths throughout India, and about 7 million births in British India. 
At the rate of one anna for registr.ation this dgure ought to yield Rs. 10 Inhhs in revenue without any additiona 
expenditure. }Ve have no reliable statistics of marriages, and as already ob.served, a registration fee for 
marriage would not be feasible for some time to come in tbij* coiuitry. But assuming 1 million marriages a 
year, a charge progressively according to the splendour and general expenses attending a marriage, from one 
rupee to 100 rupees, it might be possible to get two million of rupees from that source or more. 




between legitimate commercial transactions and illegitimate speculation. And 
even if it were the speculator would always find means to avoid tbe tax. Tbe 
only object, then that it may be fairly hoped would be servived by such a 
measure, is an addition to the public revenues.* 


LlII.— SALT REVENUE. 

The Salt Duty in India is an old item of public Tevenue.s alilce instructive in 
historical aspect, and productive in its fiscal aspect. It has been regarded by the 
present Government of India as a heritage from the older Native rulers of the 
country ; it is by no means q^uite clear how was this tax collected under the indi- 
genous regime. Assuming its existence, we hear first in history of the fiscal impo- 
tance of this duty, when Lord Clive, in his endeavour to reform the public service 
of the Company, and to prevent the many abuses that had crept in by the sudden 
change of character from a poor trading corporation to a mighty arbiter of the 
destinies of kingdoms and provinces, set apart the proceeds of the monopoly of 
salt for the benefit of the public servants of the Company,'who received miserable 
stipends, butwhomCliveforbade to accept what were politely described as “presents” 
from the Natives, and who were, therefore, thus to be compensated for the sacri- 
fices of no mean portion of their incidental income. After the reorganisation of 
the public service by Lord Cornwallis in 1793, the salt monopoly was 
utilised as an ordinar}’- source of public income for the state. In Bengal salt 
' was prepared by the Company’s Agents. Before the article could be brought 
to the market for sale, a duty of Rs 5 a maund of 82J ibs. was added to the 
cost of the production, which stun was reduced to 4 a maund on salt from Native 
States before it could pass into British territory. Where, as in Madras and 
Bombay, good salt could be prepared from the evaporated sea-water, the 
Company’s government collected tlie duty from private manufacturers, the 
duty being 2 in Madras and 1’ in Bombay. Ninally, as ' regards salt imported 
into India by way of the sea, an import duty of between 5 to 6 rupees per 
maund was charged, f 


* As usual the absence of reliable statistics is tbe one great (lifbculty in making an estimate.. of tire 
yield from such an increase of the Stamp Duty., In tbe Bombay Share Market 50.000 transfers a month 'have 
for the last tlrree ye'ars been quite usuai ; and as the bulk of these Ifansfers n-ere in shares well able to bear a 
increased duty, the present Stamp Duty may be doubled without much danger of business or revenue sulfer- 
ing thereby. Again if speculation is to be discouraged without handicapping legitimate business, it wouid 
the be a bad idea to charge increasing registration duties, on every addition of capital to-th’e exfeting 
companies, one very floatation which is new, especially in Industries which are already suflicientiy crowded 
with competing establishments to make the chances of a new venture somewhat doubtful. , The higher 
charge would not of course, be prohibitive of new ventures altogether ; it should only be so high as to obtain 
an imp! cit guarantee of the belief of the promoters that the new venture would in all reasonable probability 
be a success. Judging from present conditions in Calcutta and Bombay, this suggestion if adopted, woul’d 
add any from 1 to 3 crores to the revenues. 

t For the origin and early working of the Salt Duty see Dutt’s “ India in the Victorian .■tge ” page 
144 ct seq. According to him the Salt Bevenue of the Company was £800 000 in 1793 and rose to £l 300,000 
in 1844. In these fifty-two years the total quantity of salt manufactured was a little over two hundred mil- 
lion maunds, and the total income from the same was over sixty mi.lion sterling. He also points out that 
by including in their Cost Price the expenses of securing and protecting the revenue, the Company afforded 
considerable advantage to the English importer into India at the cost of local manufactm-er though the ori- 
flinal principle as laid down by the House of Commons was an equal treatment, of both the local and the 
foreign salt. Lord Dalhousie noticed this difficulty and minuted for its removal. A considerable section of 
English opinion, however, agitated for the abolition of the salt duty altogether, and the Indian public opinion 
such as it was, supported the idea. In the memorials quoted by Mr. Dutt it was urged that “ the consequence 
is that either the people go without salt altogether or substitute an imwholesome article obtained from the 
common earth impregnated wtih saline particles, which they manufacture at the risk of punishment; the pro- 
curement of salt other than that of monopoly being prohibited under the penalty of fine and corporeal punish- 
ment, inflicted at the discretion of the collector of his Tahsildar ’* Commons Fifty Eeport 1863u Appendix 7 
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On questions of general principles tte Government of India liave regarded ^al'c 
revenue, in the semi-monopolistic manner in wliich it is derived, as a peculiarly 
suitable source of public income. Said the Duke of Axgylle : — 

“On all grounds of general principles salt is a perfectly legitimate subject of taSation. 
It is impossible in any country to reach the masses of the population by direct taxes. 
If they are to contribute at all to the expenditure of the State, it must be through 
taxes levied upon some articles of universal consumption. If such taxes are fairly 
adjusted, a large revenue can be thus raised not only with less consciousness on the part 
of the people but with less real hardship upon them, than in any other way whatever, 
There is no otlier article in India answering this description upon which any tax is 
levied. It appears to be the only one which at present, in that country, can occupy 
the place which is held in our financial system by the great articles of consumption 
from which a large part of the imper.al revenue is derived. I am of opinion, therefore, 
that the salt tax in India must continue to be regarded as a legitimate and important 
source of public revenue. It is the duty, however, of the government to see that such 
taxes are not so heavy as to bear unjustly upon the poor, by amounting to a very 
large percentage upon their necessary expenditure. The best test whether an indirect 
tax is open to this objection is to be found in its effect upon consumption. * 

THE HISTORY OF THE SALT REVENUE IN INDIA. 


Under the native administration salt was taxed, according to the Imperial 
Gazetteer, Vol. IV. 250 page, in varying circumstances and at very different 
rates. The tax was one of a number of transit dues levied by the local 
government in each part of the country upon traffic passing along the main 
roads and navigable rivers. The East India Company continued this 
system of transit duties with elaborate arrangements of a customs 
house on the European model, thereby causing immense hardship, and 
multiplying occasions of corruption among the subordinate, low-paid officials. 
With the exception of the transit duties on cotton and sugar, these were 
abolished in 184:3, and the loss of revenue caused thereby was made up for by the 
enhancement of the Salt Duty in the different provinces.-}- The cotton 
duties were abolished in 1855, while the Salt Duties were gradually reduced 
until between 1869 and 1877 the Salt Tax in Lower Bengal was Rs. 3 a maund, 
in the United Provinces Es. 3 a maund, in Madras and Bombay Ee. 1/13, and in 
the regions beyond the Indus a few annas only. This variation in the price or 
duty of salt was due to the different measures that had to be adopted to secure the 
revenue in the different provinces according to the different sources of supply. 
The salt sources which supplied the United Provinces and a portion of Bengal 
were situated in the Native States of Eajputana, the salt from which was charged 
a duty when entering British territory. This process of collecting duties 
demanded the maintenance of stringent preventive measm’es. To prevent the 
untaxed salt from Eajputana, or the lightly taxed salt of the West and 
the South, from coming into the regions of higher taxation, a Customs 
line, of over 2,500 miles had to be maintained. { Naturally, therefore, there 


, t,, ^jspatch of the Secretary of State, dated January, 21, 1869, quoted page :-'222 of the “JSlatltcia] 

and Public Work# of India, 1860-81 of the Strachey brother^ cu wze xmwn-wi 


9, 


IQ Jo revenue was estimated at £345,000 by Iiord Lytton in the Legislative Council, Pehruary 

t * The line was guarded by an anny of nearly 18,000 men and consisted along a large part of ite 
s hedge supplemented by stone walls and ditches. ” (Imperial Gazetteer V( “ 


of a huge cactus neage supplemented by stone walls and ditches. ” (Imperial GaSetteer"Vol. IV page 

Xf Yhl! '^oj^P^rable only to the great wall of China and with about equal degree 

61 success, m the achievement of the object m view. 
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was considerable Imrdship to the trade between the parts of the country 
thus divided, not to mention the possibility of great variation in the prices of islt 
in the different provinces. To remedy tlii.s evil, Lord Mayo’s Government 
acf|nircd in 1870, a lease of the Sambhar lake to control one of the 
most important sources of salt in Kajputana at the same time to increase 
and cheapen the supply in tlie present United} Provinces, By 1874 the 
Customs lino was reduced by nearly one-third. The remaining salt sources of 
Bajpufana were similarly acquired by Lord Lytton’s Government whicb 
resulted in the complete abolition of the i?iternal customs line. With a 
complete command of all tlie available sources of supply, the Government of 
India could ne.xt proceed to equalise the Salt Duty in the different Provinces in 
I87 cS, when the duty in Bengal was reduced from Bs. 3-4 to Bs. 2-4 a maund, 
while that in Bombav and Madras was raised to Bs. 2-8- a maund.* The uniform 
rate thus created was further reduced to Bs. 2 a maund in 1882, but this reduction 
was shori-iived, .since in 1880 financial difliculties compelled the restoration of the 
old rate of Rs. 21 a maund. From the first of April 1870, the emstoms line was 
abandoned with the e.vception of the Indus frontier, which had to be maintained 
to prevent tlie highly taxed Kohat Salt from being smuggled across the 
frontier. In 1800 the Kohat Salt duty was incrcs.scd to Bs. 2 Lahori maund, 
(equal to Bs. l-in-O per maund of 82nbs.) and at about the same time proper 
arrangements were made to prevent .'imuggling. The last remnant of the old 
Indian Cu.stom.s Line, was abandoned in that year. Owing to a .steady decline 
in the rate of the rupee, and to recurring famines, frontier expeditions, plague 
and other .similar unexpeeted expenditure, the Government of India .was 
unable to reduce furl ficr the Salt duty until J003, 1005, and 1007 when it was 
sncr-e-?sively reduced to B«. 2, Bs. U and Be. 1 per standard maund.f 


SOURCES OF SALT SUPPLY AND MODFS OF LEVYING THE TAX. 


The principal sources of .salt production in India arc: — The SaltKangc and the 
Kohat Mine.s in the Punjab and the Xorf h-We.stern Frontier Provinces ; the Sam- 
bhar lake and other .saline depo.'iits in Bnjpntana : the .salt soil on the bor- 
der of the. Lesser Bunn of Cutch : and the. .sea salt factoric.s in Madras and Bombay 
a.-: well a.s at tlie mouth of the Indus. Of the total salt consumed in India nearly 


• Sir John Strnrhey in hi« I'lnnncisl Statement for 1877-8 thu.s dcFcrlbes the Interna Cu*toma 

Line. * It 1h e,a«j- to «ivc lUii'itr.ntlnn.'f of my inennInK There tire the Inland SURnr Duties to 

vrhlcli al'o 1 Bii.-iil refer flcnln presently ; six yc.ars oro I heard them ctillod in this council the most discredit- 

nble relic of the dnrl: ages of f.-ixaflon (Ii.-it exists In India Take tiRnln the system under vhicli wo 

levy our Salt Itcvemie in l^^ortliem iDdi-a; no one denies tlmt It Is a po.sltlvo disgrace to a civilised Go- 
vernment ; but It remains unaltered. ' 


The oiijcct of tlie changes in the .Salt Duties was thusexnrcs.sed: “To aim atRlving to the people tliroucli- 
ontlndbi the moans of obtaining with tlie least possible Jnconvenlenec and at tlic cheapest rate con* 



the consumption was 27.28 and the revenue was (!.572i000. 

t np to Uio rediiotlon of tlie p.all duty in 1007, the rate of Raltduty InBurraa differod from the uniform 
duty in India. Imported salt tliere paid only lie. 1 per maund.TIio total salt produced In’Burma was ta.xed 
dlrort on the output at 8 annas per maund. since 1011 r-alscd to m annas. The Mandi state salt mines arc 
worked Ip- the st-ate under a special agreement, and ta.xed relatively lower. The rock saH of Kohat range la 
since 1905 aubject to the uniform Indian tax. v is a 


30 % is imported from other countries by the sea ; over 45 % is produced by the 
maritime provinces of Madras and Bombay, or, including Sind, nearly 50 % and 
Northern India mines supply the rest. On imported salt a duty is levied equal 
approximately to the duty on inland manufactures. As for the salt produced in 
the country, there are two principal methods of levying the duty, the Government 
either manufacture the salt itself, or obtain a monopoly of supply by requiring 
private manufacturers to sell to Government only. In some cases, as in Madras, 
the Government levies an excise duty and g,llows the manufacturer to dispose of 
the salt to the private trader and consumer as he best can. Government fac" 
tories are in some cases leased to private individuals, who manufacture and 
dispose of the salt under a License from Government, The following table 
shows the proportion of the revenue from the various methods : — 



Sale of 

Excise on 

Duty on 

Mscellaneous 

Year. 

Government 

Local 

Imports, 



Salt. 

manufacture 




Es. 

Rs. 

Rs, 

Rs. 

1899-00 

23,09,850 

5,75,61,381 . 

2,68,62,590 

5,22,368 

1900-01 

24,16,985 

5,96,79,921 

2,73,63,338 

4,97,943 

1901-02 

22,49,643 

5,90,51,600 

2,70,10,667 

4,80,534 

1902-03 

23,54,323 

6,10,90,510 

2,73,07,967 

5,45,666 

1903-04 

26,33,915 

5,20,78,125 

2,15,16,996 

5,27,937 

1904-05 

27,41,005 

5,28,04,176 

2,42,01,631 

5,74,808 

1905-06 

28,42,792 

4,33,43.010 

1,89,29,574 

5,31,767 

1906-07 

29,78,155 

'4,21,69,347 . 

1,97,86,765 

5,06,324 

1907-08 

31,33,246 

3,23,48,261 

1,40,16,956 

5,86,357 

1908-09 

3105,930 

3,09,54,947 

1,44,88,770, 

5,69,157 

1909-10 

29,57,037 

3,12,94,368 

1,47,80,837 

6,11,637 

1910-11 

31,69,973 

3,05,63,143 

1,34,45,954 

6173, 119 

1911-12 

29,57,037 

3,24,15,458 

1,46,22,854 

6,59,896 

1912-13 

31,69,973 

3,23,17,982 

1,37,27,660 

7,27,323 

1913-14 

32,42,640 

3,27,63,304 

1,49,85,311 

8,08,367 

1914-15 

45,50,412 

3,75,62,091 

],61,02,716 

7,36,622 


The subjoined figures of the gross revenue, expenditure, net revenue and 
consumption- would also be interesting as affording evidence of the influence of a 
loAV rate of duty in stimulating consumption and consequently adding to the 
total revenues.* These figures, it will be noticed, show a regular decline in 
revenue in each year that the rate of duty was reduced but the decline is soon 
made up by increased consumption owing to the reduction in price. The duty 

* Tlie figures i elating to consumption in the second table are in millions of matmds, while the revenue 
figure in last column in the first table is in thousands K rupees. 'L’he consumption figures are the quantities’ 
issued in different provinces m payment of duty. Variation in the quantity of shocks held by the dealers' 
sometimes considerable, causes divergence between the actual consumption and the issues of quantities Ini 
addition there are about 500,000 maimds issued free- . . - , , , • ’ 


was reduced by 50 % or 60 % if ■w^e leave out of account the recent rise of 
account of the War. ' 


Year. 

Revenue. 

£ 

Expenditure Consumption. 
£ Mds. 

Net Income 

£ 

1861 - 62 .. 

4 , 563,081 

646,931 

22.8 

3 , 916,150 

1871 - 72 .. 

5 , 966,595 

477,368 

22.8 

5 , 589,227 

1881 - 82 . . 

7 , 375,620 

486,269 

27.4 

6 , 889,411 

1891 - 92 .. 

8 , 636,182 

• 429,013 

33.3 

8 , 207,169 

1901 - 02 .. 

5 , 939,310 

343,630 

36.6 

5 , 595,680 

1902 - 03 .. 

6 , 184,405 

346,891 

37.4 

5 , 836,514 

1903 - 01 .. 

5 , 250,465 

331,191 

38.2 

4 , 921,274 

1904 - 05 .. 

5 , 354,768 

345,102 , 

39.9 

5 , 009,666 

1906 - 07 . . 

4 , 362,706 

364,489 

41.3 

3 , 998,237 

1907 - 08 .. 

3 , 338,988 

363,484 

43.8 

2 , 975,504 

1908 - 09 .. 

3 , 276,159 

g43,108 

45.2 

2 , 935,051 

1909 - 10 . . 

3 , 319,518 

330,743 

46.1 

2 , 988,775 

1910 - 11 .. 

3 , 175,950 

377,076 

46.5 

2 , 798,825 

1911 - 12 .. 

3 , 391,212 

368,499 

46.1 

3 , 022,703 

1912 - 13 .. 

3 , 334,374 

374,008 

48.2 

2 , 960,368 

1913 - 14 .. 

3 , 445,305 

366,373 

47.2 

3 , 092,079 ^ 

1914 - 15 .. 

3 , 910,790 

360,517 

48 ‘.3 

3 , 550,273 

1915 - 16 .. 

3 , 647,587 

376,722 

47.4 

3 , 270,865 

1916 - 17 .. 

4 , 826,260 

398,186 

51.0 

4 , 428,074 

1917 - 18 .. 

5 , 499,487 

427,457 

44.8 

5 , 072,030 

1919 - 19 . . 

4,277 989 

553,100 

■ 52.0 

3 , 724,889 

1919-20 . 

3 , 754,000 

563‘600 

/ 

49.5 

3 , 190,400 

1920 - 11 . . 

1 , 488,400 

769,000 

52 8 

3 , 719 , 400 ® 


As already observed, the salt revenue is considered by the Government of 
India as a legitimate source of public income, not only because it forms an appre- 
ciable proportion of the total revenues, but also because it is, according to the 
official theory in the matter, the only way in which to tax a large proportion of the 
community, who cannot be got at by any other tax in the entire system.* But 
even apart from the land revenue, the pressure of which is borne by two out of 
every three persons in India, who must also bear the burden of the salt duty 
unless they were prepared to escape the burden by ceasing altogether to use 
the commodity, the mass of the pepole bear more than their own fair share in 
the revenue contributed under the head, of Excise, Stamps, Customs, Railway 
and Irrigation receipts, Provincial rates. Forests and others. These make 
the bulk of the tax revenue in India, and as it would be impossible to 
tax for the use of salt only those people who pay no other taxes at all, 

I iTiri.o aaif f,a-s is the only contribution toward the iiublic expenditure that is made by a large nuni- 
« ” fSir E. Baker’s financial Statement 1907-08). Sir Edward Law thought the people in 

conWted 20 % of their income to the Custom#. 
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the statement would be utterly inaccurate that the Salt Tax is the only 
means to reach a large proportion of the people of India. It is almost 
impossible to find a' citizen of India who neither possesses land, nor uses 
intoxicating drugs or drinlcs, nor goes to law, nor consumes Forest Produce or 
wears clothing home-made or foreign, nor pays income tax, nor travels by Kail 
ways; and so it would be absurd to say that the salt duty is the only means to 
reach that section of the community which otherwise would escape all tax-burdens. 
The tax, moreover, is fiu’ther objectionable, in that it does not perniit of any varia- 
tion in the rate to suit the ability of the tax payer. And as it is an important 
necessary of life the rich and poor alike must use it in the quantities they need 
without much regard to the price. It is true, the reduction of duty has shown an 
increase of consumption, but the fact argues, not the possibilit}'’ of much further 
increase in the same direction, but rather the under consumption due to an 
oppressive dut}- in the past. On the other hand, it is true that the salt duty, as 
now levied, has taken the place of the old, oppressive transit dues. To the 
extent that these have been altogether abolished, the retention of the salt duty 
must be admitted to be not altogether injurious. Though when this fiscal 
reform was first thought of the prospective loss of revenue from the abolition of 
the Transit Duties was sought to be made up by an increase in the Salt duty 
rate, the saner policy has since prevailed, and the reduction or an increase in tlie 
rate of the aalt duty is now^ considered solely by itself. 

It may also be admitted that the construction of railways and the improvement 
in the transport condition in general, have resulted in a substantial diminution. 
It was Es. 5 in Bengal in 1871, Rs. 2.7 in Bombay and Es. 4.8 in the United 
Province. In 1901-02 the same provinces showed a price of Es. 3/8, 3/3 and 
3.7 respectively, while in 1911-12 the prices were 1 .8, 3.2, 2.13 and 2.06 in the 
provinces referred to. This improvement in the price does, no doubt, oiler an 
effective set off to the existence of the duty. The only draw^back that the 
critic of the policy need mention is that the duty as charged to-day falls 
on the subjects of the Native States as well as of British Government in India 
Avhile before 1878, the subjects of the Eajputana Native States were exempt from 
taxation of this kind. But as Sir J. Strachey has pointed out it is possible to 
consider this an indirect mode of making these people conti’ibute to the expense 
of the British Government, though it must not be assumed that thev are alto- 
gether free from taxation. 


The question would, perhaps, be beyond the pale of practical politics to con- 
sider whether salt duty should at all be levied in India. . At the present rate of 
taxation, th^revenue from that source is about 2|% of the total ; and even at the 
''prewar rate irS^nld not be materially different. With the burden of the recent 
unproductive deb\added to the finance, it seems most unlikely that any Indian 
financier would con^^r in the next generation the possibility of remitting -the 


duty altogether. But theoretically the j tax falls on a necessary of life, the res- 
tricted consumption of which cannot but have undesirable efiects on the health 
and physique of the people. In this respect it is unlike the other items in the 
Excise Bill, where the commodities taxed are all more or less deletrious, and con- 
sequently no one need regret the restriction on consumption caused by the duty. 
On the other hand, this is the one duty which is contributed alike by the rich and 
the poor ; though impossible to gradutc according to the ability of the tax-payer, 
it is nevertlieless a source of income which has a definite limit placed upon it irres- 
pective of the incidence of the tax. The figures of income would not increase ap- 
preciably even if the ta.x were reduced to one-half its present rate. At a fair low 
rate, therefore, there is no reason why the ta.x should not be continued, parti 
cularly if suitable exemptions arc granted to every consumer for Industrial pur- 
poses. 

CHAPTER V. 

EXCISE AND CUSTOMS DUTIES. 

LIV. — General Principles of Excise Revenue. 

AVc may assume as a fact, the existence of wliich need not be doubted, though 
its justice and jnopriety may form tlie subject of dispute, that in all modern states' 
taxation of tlic principal articles of consumption forms an important and integral 
part of their fiscal systems. Tlie two chief forms of this taxation which give 
rise to the most interesting question of the Science of Finance, are the Excise 
and tlie Customs Duties, which have been taxing the ingenuity of impecunioui, 
financiers and the intellect of the ingenious writers, for the whole of the 
last century and more. T’o take the Excise Bevenue fir.st, the terms are confined 
to the taxation of articles of consumption jiroduced within the country, the tax 
taking the various forms of a License duty or fee, a simple duty on output, “ octroi ” * 
or Transit duties, or Monopoly prices. The progress of Society has been characterised 
in Europe by a .steadily increasing revenue from the Excise system owing to the 
improvement of the standard of life and the consequent increase in the wants of 
citizens and the means to gratify the.se wants, so that the modern European State 
derives a very considerable proportion of its revenues from this system of Excise.* 
In favour of this .system of taxation it is claimed that it is not only convenient to 
the tax-payer, in that he would pay as and when he obtains the taxed commodity and 
in proportion as he uses that commodity; but that he is himself the judge as to 
whether or not to use the commodity, and if to use it, how much. By this means, 
it is alleged, the tax payer indicates his own ability and thus facilitates the 
Apportionment of the burden of the tax in the most equitable manner. We have 
already seen how far this specious argument is really to be relied upon, especially 
as regards the measure of ability furnished by Indirect Taxes on consumption, f 
We need not dwell at length on the reasons which have recommended Indirect 

• Hefore tlic War In U. K. the Excise llevenuc Was £38. 8t ■ million out of a tfitat revenue of £195.82 
million or 20 %. In 1918*19 the yield was £ 59.44 luiliion out. of a total of f889 million or 0. 7 % 

+ See the discussion under the section dealing wth the principles of DircctOJaxation in the preceding 
Chapter. /’ 



(Taxation of this icind to certain Governments in the past. But we must 
observe that these taxes would achieve their object only if the articles selected 
are not only of such general consumption as to alford the greatest possible revenue,- 
but also capable of being really apportioned according to the financial ability of the 
tax -payer. The attempt to discriminate between luxuries and necessaries, 
and to adjust the tax rate accordingly, does not always prove a success. . 
Not only are luxuries unproductive owing to their quantit}'- consumed 
being necessarily small; they are apt to defeat the object of the financier 
by a sudden shifting of, demand due to a change in fashion or any such 
incalculable factor. The modern needy exchequer cannot, , .therefore, a-ely 
upon the taxation of luxuries alone as an adequate source of income. , On 
the other hand taxation of articles .of general consumption suffers from the 
defect, — rather a grave defect in these days of militant democracy, — that it 
leaves no means of exempting from - taxation a minimum of income. We. may, 
indeed, emphasise as we like the abstract duty of every citizen to contribute to the 
sup23ort of the state in proportion to his ability ; but the existence in every modern 
state of large numbers of people habitually living below a decent minium of exis- 
tence makes this maxim a sad travesty of distributive .justice -in practice. . 

Under these circumstances the excise duties tend to be narrowed down only 
to those commodities, which, being of general consumption, are likely to yield a 
substantial return, without causing undue hardship to the tax-payer. Even so, 
the list of excisable articles must not be very large, or else the sheer difficulty of 
supervision and the expense of preventive establi.shments would compel the, 
abandonment of the schedule. In a smaller list the insistence on productiveness 

* V 4 

of the tax would lead to one of two alternative results : either the rate of tax must 

5 , ■> . 

, be very high, — a position which would be supported only when the taxed article, 
though widely consumed in the community, is open to some moral or social ob- 
jection, and thus facilitates the task of the financier in adjusting duties with a view 
to reduce consumption on moral if not on fiscal grounds ; or else the articles selected 
are such as being of the widest possible demand, which does nqt vary from ^ear 
to year, would yield even at a moderate rate a heavy revenue. We can illustrate 
both these alternatives in the Spirits Duty, and Tea Duty in England, the one an 
instance of Excise, the other of the Customs revenue. However the tax is adjusted, 
the assessment and collection ivoiild be much simpbfied if the articles taxed are 
produced under conditions which render supervision and control easy and concen- 
trated and relatively inexpensive. With this last object iii view 'the best framed 
“ 1 ■ ’ f ’ f ' * 

fiscal system would endeavour to levy the duty at the most favourable” point in 
the transit of the taxed commodity from the factory -to .tHet hands of' the • 
consumer. The convenient moment for tax,ation may qf course vary according ‘ 
to the nature of the different industries ; and, if it is sought to conceal tfie total * 
burden of the tax it may be divided at more than one point in the career of the. 
same commodity, ^he possibility of 'distinguishing between the various . classes , 
of commodities of t^b^.same generic description accoiding to their- degree': of . 





deleteriousness would enable the financier in certain taxed commodities to vai} 
the rate so as to penalise the most harmful consumption. 

The one danger in taxation of artich-s for consumption which Js produced 
within the countrv is that too great a regard for revenue may lead the financier to 
raise or manipidate duties wit.hout considering possibilities of evasion. It is true, 
indeed, that in most commodities liable to Excise duties the present financier is, 
able tojudge accurately of the quality and even the quantity produced, and to adjust 
his tax rates accordingly. But the same genius leading to.peideetion of appliances 
for testing quality i.s expressed in another direction by increasing facilities for produc- 
ing substitutes to the taxed commodities and thus avoiding the tax altogether. 
If the rate of the taxis high enough to encourage substitution, the Excise Schedule 
should have to be framed with a view to include all possible alternatives or substi- 
tutes. It would have to be reconsidered periodically to admit of any alterations 
demanded in fiscal interests b}' the advance in Science. Above al! it must be framed 
with a due regard to the po.ssibility of foreseeing competition in any taxed commodity. 
An Excise system framed independently of the Customs Tarilf is nowadays ^almost 
inconceivable, thanks to the modern facilities of transport and the consequent 
teadiness of competition in similar articles produced by different countries. Unless 
a country has a natural monopoly of the ta.xed article, or unle.ss the monopoly 
has been acquired (c. g. Tobacco Monopoly in France), the Excise rates must never 
exceed the Customs dutie.s, and must be iii close correspondence with those dues. 
'The .system of monopoly in excisable articles is perhaps the most suitable from the 
point of view as much of administrative convenience, and fiscal productiveness, 
as from any social and moral point that may have been adopted tacitly or openly 
in the manipulation of the d'arift' and the Excise."’-' 


LV.— EXCISE REVENUE IN INDIA. 

I 


The Excise Revenue of the Government of India is derived from intoxicating 
liquors, hemp drugs and opium consumed in the country, and is levied in the form of 
duty on manufacture and sale of licenses by fees. | In thepaucit}' of our informa- 
tion as regards the system of Excise Revenue in the Pre-British days, it would be 
difficult to draw conclusions as to the effects of British Rule in the spread of the 
drink habit. J But, in any case it seems to be fairly well established that the 
indigenous governments, whether those now in .existence or those which the British 


* Monopoly as a fiscal weapon has been almost unknown in the British fiscal system since the days of 
the Tudors. But tlie Toljacco monopoly in France, tlie Vodca monopoly of Ilussia, the Camphor monopo- 
ly of .Tapan, to give but a few illustrations liave proved sufficiently successful in practice and for a long time 
to justify us ill quoting them as successful jirecedents to support the view favoured. 

t Tliere is a form of Excise Duty, wliicti is not included in tlie accounts under the head of Excise proper, 
viz., the Cotton Excise accounts receipts from whicli are credited to the Iiead of customs. 

J Tluit the habits of the people were surprisingly temperate seems, to be confirmed by the .severe peanal- 
ties and jirolubitions Imposed liy the Law givers of the Hindus and Jlolioniedaus alike. On the otlier liand, 
in spite of these strictures, it is a notorious fact Uiat at least in the Imperial House of the Moguls consumption 
of wine was by no means unknown ; and judging from frequent references to such habits in the profane 
literature of the Hindus, they too do not seem, as a matter of history, to have been entirely free from a desire 
for stimulants. It is dilHciilt to believe tliat the vice of intemperance could not have been utilised bj- the 
earlier governments in India ns a source of public benefit, in fact the East India Company did derive con- 
siderable revenue, as noted m the Introduction, from the Abkaree systems of tlie indigenous governments 
it had replaced in tlie various provinces. 
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Rule has supjilanted, have liad some system of “ Abkaree Revenue ” derived 
from the consumption of intoxicant liquors or drugs, whicli was so commonly handed 
over to “ Ijardars ” or farmers of these liranches of public income. The British 
Government inherited, and for a considerable period continued, this system of farm- 
ing, but, while disinclined to undertake any violent departures from the prevailing 
systems and habits, tlie present Government has felt more and more the indisputable 
claims of social and temperance reformers, wlio would abolish if they could, the 
drink habit altogether by this powerful lever of state action and regulation of the 
manufacture and sale of the intoxicants, b'ince T.S8S, if not earlier, the general 
j)rincij)le of deriving tlje jnaxiinum of revenue willi tlic minimum of consumption 
has been accepted, and to this end we find the various provincial Governments 
instructed to raise their rates of Excise Duty, at the same time that they 
should check illicit consumption and minimise the temptations to drink among 
the j)eople, by the more restricted number of shops for the sale of such article 
the more restricted liours of business, the more stringent precautions as to the 
situaton and working of such places.* 

The Policy of the Government of India lias been thus defined : — 

'< The Governmont of India has no desire to interfere with the habits of those who 
use alcohol in moderation. This is regarded by them as outside the 'duty of the Govern- 
ment, and it is necessary in their opinion to make due provision for -the needs of 
such persons. Their settled policy, however, is to minimise temptation to those who do not 
drink, and to discourage excess among those v/ho do; and to the furtherance of this 
policy all considerations of revenue must be absolutely subordinated. The most effec- 
tive method of furthering this policy is to make the ta.x upon liquor as high as it is 
possible to raise it without stimulating illicit production to a degree which would 
increase, instead of diminishing, the total consumption, and without driving people to 
sxibstitute deleterious drugs for alcohol, or a more for a less harmful form of liquor. 
Subject to the same consideration the number of liquor shops should be restricted a-s 
far as possible, and their location should bo periodically subject to strict examination 
with a view to miniraiso the temptation to drink, and to conform as far as is reason- 
able to public opinion It is important to .secure that the liquor which is offered for 
sale is of good quality and not necessarily injurious to health.” 

Excise Resolution of tlie Government of India. I* 

* , Compare the De.sj)ateli of the Government of India Xo. 204 of 1908. and their orders on the Jteport 
of the Indian Excise Committee lOOS-OO. Also tiio paper-s pnblislied in 1914 on the Indian Excise Policy. 

•j- The figures for 1919-20 repiesent the revised estiniale while those for tlie current year are budget 
estimates. Thus in the last twenty years the reveiine from esxcise lias risen from well under Its. G crores 
to slightly over 18 crores, or a rise of about 300 % ; ami is still steadily growing. 
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This stccidily s^rowiiig tovciiuc causes considerable speculation as to tlie j;.- 
planation of this gj-owth. The critics of the Government of India see in this 
growth of revenue an unmistakable evidence of the growth of consumption Oi 
bitoxicating liquors and drugs, and the conse(]uent spread of intemperance, with 
all its attendant evils. On the other hand the Government of India and its officers 
find the explanation of the growth of the revenue in the improvement of the systems 
of control, and consequent increase in the recorded out-put, ndiich previously did 
not come under observation, but did not th(’ less exist for that reason ; in the 
spread of a desire to imitate the ruler.s of the country in the habits of western 
civilization ; in an unreasoning desire to tc-stify the individual independence from 
conventional, dogmatic restrictions on life and sent'ihcnt ; in the improvement 
in the economic condition of the people by the development of trade and 
industri', and the consequent redistribu tion of population from the field 
to the cities, with their greater opportunity and tenqrtations to indulge in this 
vice; in a certain inevitable need for excitement in a community beginning 
“ to live upon their nerves,’’; and, finally, in the increased rates of the duties 
evied. The Government do not gainsay the ideal of the Temperance Heformer 
in India, in that they are prepared not to increase temptation to excessive 
indulgence, and even to minimise opportunities in cases where a sense of 
nutation would superinduce unhealthy habits even where originally they 
did not exist. But from an administrative point .of view, as well as for 
reasons of political importance the Government cannot all at once accept and 
carry out a puliev of total abstinence. Before, however, we can properly 
estimate the strength of the rea, soiling on either side it must be noted that at the 
present time the difference between the Government and their critics is one not 
somiicli about the ultimate ideal as to tlie means to achieve it. As tlic criticism 
comes to be concentrated upon the existing ineai's of levying the revenues under 
Excise, we shall do weU first to examine brieflv. 

LVi.— THE INDIAN SYSTEMS OF COLLECTING EXCISE REVENUE. 


The progress of the Excise administration proceeds from the old crude svstem 
of farming tlie revenue to the more modern idea of bringiim tlie manufacture 
and sale of the intoxicants uuder some sort of Government control : and thus to 
accomplish the double end of regularising, increasing and manipulating the duties 
so as to restrict consumption, as well as to guarantee a- certain degree of purity 
and strength in tlie liquor consumed. The first improvement in the old farming 
or ‘‘ Out-still ” sy,stem of taxation was to limit the number of shops in tlie area 
farmed, and next to establish an improved Outstill system, wherciinder the 
combined right to manufacture and sell at a .special shop was aimnally granted 
on payment of a tax. By means of the sale fees under this sj^stem, 


See. loi 11 fiillei oxiiusUioii ot theagruinentbloraml agaiiKst, the memorial preaeiited to-Lord Hard- 
ingeby the licsident of tlie 9tli Indian 'i’einjierancc Conlerence* Or. Sarvadliikari, and tlie cor'resnondence 
null the local governments and administrations In relation to tlie e.xeise policy of India published by the 
boverment ol India in 3011. 'L'hc report ot tlie Jrrdian Jixeisc Committee of 1905-00 may alto be 
mentioned here, though it ivill again be jnoic frillj reterred to later- 
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Government was enabled to impose, and to some sli<^1it extent, regulate 
taxation on the drink traffic as a whole. But it was impossible to graduate the 
tax on the till-head principle, or insist on a standard qualitv or degree of strength. 
Besides, for political and social reasons, .Government could not exercise ail 
the control on the drink traffic as a whole whicli was possible even under this crude 
method. There were tribes of aborigines who rewarded the jjrivilege of making 
their own liquor in their own homes as a -right, which the Government was not 
prepared to deny, especially when it could be pleaded that the liquor demanded 
was for purposes of a libation to the Deity, and must therefore not be touched by 
any but the hands of the devotees. Any introduction of a .system which would 
enable the Government to Aratch carefully the consumption of intoxicating drink, 
and to prevent its exce.ss, was, it Avas felt, likely to rouse lio.stility and promote 
illicit production, to armid AA-hich it Avas considered best to proceed Avith caution. 
As, hoAA’CA'er, the administration gi’CAv .stronger and more settled, more consoli- 
dated, the numerous old-time pot-stills scattered thi’oughout the country were 
more and more brought under Government control under enclosures called the 
Central Distilleries Avhich narroAved the region of supervision, enabled a more 
graduated duty to be imposed upon every gallon turned out,' or issued from the. still 
and altogether facilitated and increased control. The manufacture of the liquor 
and its subsequent disposal Avas further improved by meaus of Transport Passe.s, 
Vend Fees, and improved distribution. 

Tiie next stage in the development of the Exci.se policy was the adoption of the 
principle of the Still-Head Duty. At the time Avhen the Indian Excise Committee 
of 1905-06 Ava.s appointed, to investigate into and report upon the whole 
policy, the four main .systems in operation Avere : — 

(A) The system of Central Distilleries, AA’hich are mere collections of Native 
Pot-Stills in Government Enclosures. (B) The contract Distillery system 
of Madras, as Avorked there since 1901, Avhich has noAv been adopted as a model in 
Bengal and the Central Provbices. Under this system tlie monopoly of supply 
in a district, or other selected area, is given out on contract, the contractor issuing 
his liquor at the rate of Excise Duty in force, and supplying vendor-s, at a fixed 
rate determined by tender over and above thi.S duty, Avbile the right of vend is 
generally disposed of by auction for each shop sanctioned. (C) The Punjab system, 
Avhere the vendor can procure his liquor from any one of a limited number of 
licensed distilleries. Here, too, shops are as a rule separately sold by auction. 
(D) The District Monopoly sj-^stem of Bombay. Here the monopoly granted 
extends to vend as avoII as to supply, the contracts are given not by competition 
but by selection, the rates of duty ai-e Ioav, and, subject to paj'ment of 
minimum guarantee Avhicb is ordinarily coA'ered by the amount of duty paid on 
issues, the contractor pays nothing for the privilege of the retail vend.*^' ■ 

‘ ♦ PvV])ort of the Indian Excise Committee Chapter II. 
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A. A.S regards the first of these systems, it allows the hereditary occupation of 
distillation to be continued and thus oiiei's a supply materially similar to whatthQ 
people have been accustomed to. It also entails in the early stage a minimum of 
expenditure on Government for purposes of supervision, h inally it occasions a reduc- 
tion in price, when the competition is wide spread, when, that is to say, the system is 
conterminus with the boundaries of a province. But it would not admit of 
anj^ imjjrovement in the process of manufacture. Storage is difficult, though in the 
United Provinces a system of bonded warehouse was introduced with some 
degree of success. The cost of production also cannot admit of economies which 
would be easy under the sA’stem of large scale concentrated production. It^ 
gravest disadvantage^ however, seems to be that under that system the control 
of distillers' operations and a guarantee of quality are out of the question. Hence 
the Indian Excise Committee recommended : 

“Oil these ground the Committee concur with the Governments concerned in the 
opinion that the number-both of distillers and distilleries should , be reduced. . . In 
those that remain they would reduce the number of distillers to a select few by 
insisting on the separation of manufacture and vend, on the introduction and 
maintenance of propel’ plant, and on a stricter system of control.” (Report para 29.; 

B. As fco the second system the contract supph* is intended to avoid the dangers 
of unregulated competition among distillers for the custom of the retailers by 
substituting regulated competition in the form of inviting tenders lor the privilege 
of supply at a fixed price per gallon within specified areas for a given period. 
In Madras, however, contradistinguished from Bombay, the Government 
arrived at the present system by introducing it alongside -with the existing 
private distiller}' system ; with the result that, when the latter was admitted to 
be a failure, the government was'handicapped by the absence of proper number of 
centres from v'hicli the distribution of the supply should take place, as also by the 
existing predominance of the single firm of distillers, wdiich combined that business 
with sugar refining and thus w'as able to pay its way. Government have not had 
adequate buildings for ensuring 'a w'ell-distributed system of factories. In other 
respects this contract' supply has been claimed to offer a suppl}’’ of liquor at a low 
and constant price, •with the result that the Government can tax that supply 
accurately and profitably. The distiller, too, secure of his contract, is better able 
to lay in a store of material and make his calculations on a definite basis, w’hile 
the retailer can best calculate tlie amount of fee that he can afford to pay for his 
license, suice he knows definitely the price at ivhich, ■within the given period, he 
■a'ould be able to obtain the articles desired. But the system ’endangers a monopoly 
of supply : or, in the alternative, compels Government to subsidise smaller dis, 
tillers and incur great wastage in the expense of production. The monopoly might 
be avoided by breaking up the contract units but that wmuld involve recourse to 
smaller distillers wdio cannot produce as cheaply as the lai’ge producer aiming at a 
monopol}^ On the assumption of free competition the evolution of monopolistic 
tendencies -would be inevitable uuder such circumstances, unless the Government 
chects the tendency by keeping up compctition,offcring a slightly higher rate to the 
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Smaller men just enough to cover the absolute expense of production to the latter^ 
The smaller distiller under this system is exposed to the further disadvantage; 
that in the event of a higher bid he mav be turned out from his contract in the next 
Succeeding period, and thus have no guarantee for the security of his capital in- 
vestment, unless, a.s is now common in Madras, the Government offers a fair chance 
to the existing distillers, or buys out any one of them at a fair valuation in the 
event of his' falling out of competition. Finally, it is urged against this s^^stem, 
that during the curiencv ofthe contract there is no incentive to the almost monopolist 
contractor to supply good liquor ; and though Government prescribe quantity and 
strength at the time of giving the contract, it is at best a qtoor guarantee while 
the contract is in operation. The Feport. already cited from, observed : — 

“The system, while far from being perfect, is the best working system of supply that 
has yet been devised. .. . In the opinion of the Committee the system has success- 
fully stood the test of time, of comparison, and of criticism.'’ 

C.The Punjab system is based on the analogy of the English system, which, imder 
certain restrictions and safeguards, allows any person to manufacture spirit and 
to sell it to any licensed retailor.« througliout the province. There is the obvious 
advantage in this sy.stem that the suppliers compete among themselves; and are 
therefore constantly being stilnlatcd to their best to obtain and retain the custom 
of the retailers. The (]uality of the .spirit thus offered is likely to be much better 
than under a .system which would create a practical, if not legal, monopoly. The 
trade is free from re.striction.s which have to be imposed in other provinces and 
the country spirit mark:t is supplied on equal terms with the spirit manufactured 
on European principles. On the other hand, the system offers no reasonable 
guarantee of the proper supply of outlying districts; and is certainly ineffective to 
control pricp.s in the inte.rost of the con.sumers. in the event of there being a com- 
bination among the producers to keep up the prices. 

T). In the District Monopoly system the contractor is chosen not by compe- 
tition but by selection, so as to guarantee a minimum consumption and consequ- 
'ently a minimum revenue ; and if the minimum is exceeded he would have to pay 
the Still-Head Duty nt the fixed rates on tlie e.xce.ss consumption. '’The principle of 
selection in the choice of suppliers guarantees that the business would be in 
respectable bands ; and a'S the system enlists the help of the supplier on the side 
of law it forms an excellent instrument to check unlawful practices on the part 
of retail vendors. The .system is also easy to administer and removes the specula- 
tive element in the excise revenue of the province. But for the effective working 
of this .system it is essential tiiat the minimum guaranteed should represent the 
natural or normal consumption of the area under contract, Tf it fs^ils to bring 
about this correspondence it would not succeed in making the 'contractor as active 
ill the interest of the government as in his own. Owing to the difficulty, however, 
of fixing the minimum guarantee, the contractors tend in practice^to become jiiono- 
polists of manufacture and sale .subject to the payment of a Still-Head -duty, 
The system also combines the , monopoly of manufacture with tliat of the sale of 
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liquor and as such is open to serious objections. Though conditions may be imposed 
upon the contractor at the time of granting tlie contract,^ it but too frequently 
happens that the interest of the contractor lead him to neglect the spirit of the 
conditions even when lie observes tliean in theictter. Complaints are frequently 
made tlial tlie contractors exceed the fixed prices, that tliey wink at malpractices 
by the retail vendors, maintain no efficient preventive establishments, and that 
they have failed to prevent illicit distillation. 

The reeoMunendations of the Indian Excise Committee, as already shown 
favoured the Madras Contract Supply System- which therefore, replaced ihe 
existing systems of Bombay, and improved the systems in ‘the United ProXdnces' 
Bengal, Behar, and Orisa and parts of the Central Provinces. Tender all these 
systems the main incidents of the tax 'are 'siniilar.- The revenue' from intoxicant 
liqoursis derived from two main sources, duties on the issues of liquor, and .sums 
paid in respect of the right of retail .sale. The right- to -supply a given area is 
granted under the normal arrangements now prevailing all over the countrv 
by contract, thus preventing unr&slricted .competition and- facilitating proper 
supervision. The restrictions imposed Mipon the contract help to secure for 
the government the greatest proportion of the monopoly profits. Spirits pro4uc‘ 
ed in distilleries pay a Still-Head duty : Out-Still spirits are manufactured ' and 
sold under a right to that effect obtained by auction. Licenses for manufacture 
and retail -sale account for the bulk of the revenue from cbuntry beer, while .the' 
toddy consumption is taxed by means of a fixed fee on every tree from which it 
is intended to draw the liqour; as also the sale by auction of the . right. to 
retail vend- Spirits and other fermented, liquors, manufactured on European 
principles, are taxed at the same rate that is levied' upon ..similar articles 
imported from abroad, the revenue -from these import duties being credited. dn 
the accounts under the head of Customs, though even in this case, sale license 
fees have to be added to make up the total Excise revenue. In some .cases • the' 
manufacture of local spirits, e. g. the drawing of toddy, owing to. the back- ward 
condition of these tracts, is made tax free or subject -to a nominal fee,'.. but 
the exemptions of this nature tend to be restricted.- . As for the sale of license-g' 
for' the right to retail vend it is, accomplished by annual c5r . at most trienial ;auc-. 
tions, with the result that the growth of -considerable vested -interests. is prevented 
at the same that the highest revenue is secured- to the Government. ■ LicehseS' 
for the sale of Foreign liquor are u.sually granted on the -payment of fixed Tees..- 
'As for the number and distribution' of- shops, the Government of India in pasing 
orders on the report of the Indian Excise Committee laid down : — ,, • 

“ If 'shops are allowed to be so sparse that each has a practical monopoly over a' 
considerable area, prices will inevitably be raised and illicit practices encouraged. ... . 
On the other hand while shops need not necessarily be so limited as to m ike it im- 
^ . ■ possible for a resident in a particular area to get his liquor except from one particular 
shop, it should only be possible for him to do. so at a cost of considerable inconvenience 

If two or more shops. ai'e equally convenient to a number of persons the 

fact affords what the Government of India would regard as' prim^ f^cle evidence- that 
the number of shops in that particular area is excessive.” 
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Under these ordei’s the local government were invited to consider the redis- 
tribution of the shops in their' jurisdiction, and, wherever practicable, to detennine 
the locality asid the number of such shops in conformity with local opinion, as 
voiced by advisory Cominittec set up in every province for tlic purpose 

: LVII. CRITIQUE OF THE INDIAN EXCISE SYSTEMS. 


P-rovinc#. 


After the review of the prevailing systems of taxation we may proceed to con- 

•ider the question : whether or not the driuk habit and intemperence have made 

auy dangerous progress; and, if so, >vhat steps should be adopted to prevent the 

evil, lu this connection the marginally noted statistics of consumption by pro 

Vinces in the last decade would be. instructive. In every case there is a considera 

Spirits' increase in the issue of spirituous liquors.* 

In tbc country as a whole the consumption 

Gals. g}jQ.^ys a decided increase, though not in the- 
1, / / S|6/ 3 . ^ , 

. 2 ) 448,954 same proportion as the increase in revenue 

211,691 r L 

1 157’615 already observed the official explanation 
1,689,932 *0^ this increase is contained in the possibility 
"^241298 of better records of consumption under the 
fpslop new- system of Still-Head duty, which is 
jJ .780 rapidlj' supplanting the old Out-Still system, 
“^’599 as -well as in the improved economic condi- 


Madras 
Dombsy 
Sind . . 

Bengal.. 

Beliar and.Orisa 
Burma . . 

United Provinces- 
Punjab 

Jf. W. P. Provinces 
Assam 

Central Provinces 
Berar . . 

Ajmere 
Coorg .. 
Baluchistan . . 


Country 

nistillery 

1905-6 

Gals. 

1,221,810 

2,392,423 

183,175 

,452,242 

308,350 

449,550 

1,148,888- 

470,651 

17,358 

30,520 

•44,9835 

525,993 

39,449 

26,057 


Total 

Foreign spirits.' 


7,261,103 

l,62i;491 


^nii/oE pf the people. Accepting this expla- 
Grand Total 8,882,'504 ii,5G4-,'45i nation the Tempei’ence Keformer would still 

contend that the Government of India is as far as ever from the ideal of putting 
taxation the harmful habits engendered' bv a false sense of limitation and miscon- 
ception -of down by civilization the Western The enormous interest of the 
Government -itself, which -now find^ a very impor-tanh and growing source of its 
income dependent upon the drink traffic, cannot but expose it to some suspicion as 
to the.genuineness of its endeavours to curtail the drink habit and to prevent its 
spread. This dependance will be all the greater in- the new system of financial 
autonomy in the P.rovince.s, under which Excise becomes universally a Provincia] 
head- It is true the Goverraneht of India has not yet accepted officially the ideal 
of the . .Temperance Eeformer to. be absolutely ending the habit of drink bj’- 
legislative or fiscal. -.coercion. . But to those who regard that as the ultimate 
end., of the -.activit}’^ pf .the State in this respect, it cannot but be a matter 


• It is yet impossible to give a reliable stiiteinent of the consumption of intoxicating liquorBfor the 
whole of India owing to the impossibility of keeping any good record of the consumption of to^y and other 
aimilar drinks as also to tlie imperfect records of Out-Still production. Tlie above figures are from the 
Decennial statement of the Condition and Progress of India (1901-1911) -P. 204 et seg. The following figures 
give a more up-to-date account of the consumption and Itevcnue in Bombay Presidency. 


Year. 

1910- 11 

1911- 12 

1912- 13 
191S-14 


Gals.- - Us. Year. 

2,615,526 1.69,11,158 1914-15 

2,545,588 1.80,04,782 1915-16 

2,458,950 1,88,64,964 1916-17 

.2,450 582 1,99,28,495 1917-18 

' .. 1918-19 


Gals. 

2,341.480 

2,187,377 

2,517,473 

2,056,115 

2,477,992 


Bs . 

1,98,18,870 
2,03,29,480 
2,35,06,743 
2,90,43,929 
3, 44, 59, '353 
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of regret t^lat the Government should continue to derive, and be dependent 
increasing!}'- upon, this revenue j since under those circumstaces every 
proposal for reform would be uncohsciousl)' viewed from the standpoints of 
its effects upon the exchequer/^ The financial interest may not be deliberate^ 
sought to be made predominent : and we may also concede that every individual 
officer, if questioned pointedly, would probably give preference to the socia 
and moral over the purely fiscal considerations. But the danger of adopting 
measures which would reduce and ultimately destroy a source of revenue no-w 
yielding over 10% of the total revenue, and capable of doubling itself every ten 
years, are so serious that every executive officer is bound to hesitate before 
approving such measures, however unconscious, however unintentional this 
reward for financial considerations may be. 

O V 


Given the influence of revenue in shaping the Excise policy of the country 
we must admit that -udthin the limits thus set, the efforts of the Government have 
no doubt been directed t o a reduction of the temptations and thereby also the use 
of the intoxicating drinks. Tlie table in the margin shows the number of liquor' 

shops in the country whicli undoubtedly 
displays a healtliy tendency to decline. The 
reduction in the number of the shops in only 
indirectly serviceable in the cause of, Tempe- 
rance Reform, but none the less it is an effec- 
tive means of combating the evil. Similarly 
the reduction of hours during which liquor 
is available exerts a tendency to refomi or 
at any rate to minimise temptation ^ to 
thus get Ills supply if at all within certain 
hours, selected, still, it must be said, not without referene to his convenience. 
But being limited they prevent undesirable excess. Legislation, moreover, of 
the type that was recently passed in Bengal and other j)rovinces prohibiting the 
sale of drinlcs ,to young childi’en has the same healt’hy, tendency and, to a degree, 
succeeds in the aim. 


Year. 

No. of shops. ' 

1901 02 

105,080 

1902-03 

107,741 

1903 04 

113,374 

1904-05 

113,116 

1905-06 

113,312 

1906 07 

110,286 

1907-08 

•107,002 

1908-09 

93,355 

1909 10 

96,516 

1910-11 

91,066 

the Industrial 

worker who nn 


In reply to the circular letter addressed by the Government of India in August 1913, the local • 
governments almost nnauimously observed that the imputation that the Government officers are guided 
by revenue considerations in their excise policy is unfounded, in their linnl despatch to the Secretary of State, 
i'ebruary 20. 1914. I’he Government ot India \vrite : “ We desire to repeat the assertion made in tliat 
reply that we can find no evidence that officers aim at securing a large excise revenue through an increased 
consumption ot intoxicants, or that they receive any encouragwnent to do so from their superiors. Such 
a proceduie would be contrary to the wiiole sphit of Biitish administration in India and we fully endorse the 
yuiiiab Governments condenmation of these charges as cruel and unjust to the class of officers who form the 
bacKbone of our rule in India”. This is strong assertion and yet one wonders it the Government of India 
do not really delude themselves. Itevenue consideratioi.s may not be deliberately kept prominent ; but they 
are bound to miluence the judgment of any officer in executive capacity, not indeed witli any hope of immediate 
promotion 05 ' a display ot zeal in thi,s case, but because it oT.mes naturally to such people to have in mind 
such considerations. The test of the Goveiniiient sincerity in this matter would be an announcement that 
the nieasiires to be adojited would in future be such as altogether would end the drink traffic and thereby 
the income from that source. ' 



Province. 


Bengal 

Bohar 

Afisam 

United : Provinces 
N.W. Provinces 
Punjab 

Central Provinces 

Burma 

Madras 

Bombay 

Sind 


1901 

1911. 

its. 

Rs. 

• . 5.7 

7.6 

• • • a 

3.2 

•a a a 

5.0 

. . 3,5 

4.7 

. . 6.6 

8.7 

. . 6.3 

8.4 

3.7 

6.0 

• a a « 

6.4 

.. 6.1 

8.0 

.. 3.7 

5.1 

.. 5.0 

6.1=^ 


Tlie policy of raising ^lie rate of the tax so as to make the drink. habit a 
more costly habit is also pursued wth the same object and hence we find, as the 

table in the margin shows, a steady increase 
1911. in the rate of the tax. There is, however, 
one serious objection why the policy of 
merel}^ raising the rate of the tax would not 
by itself be enough to restrict and eradicate 
the vice. The rates as now charged are not 
only not prohibitive, but they have a tenden- 
cy to become increasinglj' less effective in 
proportion as the economic position of the 
people improves. Unless the rates are 
annually revised and raised the object 
is not likely to be accomplished, while revenues would grow at such a rate that 
the Government would become more and more unwilling at any time 
altogether to abolish the drink traffic. It is of course difficult to say how far 
the rates should be raised in anj' given year; and wehther when raised, there 
would not be possibilities of evasion of the duty by illicit production which 
would be more harmful from ever}- point of view whether fiscal or social. 
This in fact is the greatest difficulty in the way of Ileform. And we see no 
way to remove it, short of an assumption by the State of a complete 
monopoly of the distillation and sale of liquor. The profits which now go to the 
private middlemen will thus be saved. Government will have better records 
to base their periodical increase in prices. For some time there would be 
no danger to public revenues from this source ; but Government with a 
monopoly can so regulate the supply as by sheer force of economic factors 
ultimately to be able to destroy the drink habit. 


The establishment of a monopoly in the drink traffic will fail to attain the 
end in view, unless the alternative forms of intoxicants are similarly controlled, 
if not monopolised. Recent reports of the Excise Commissioners note the increase 
in the use of cocaine and other more deleterious drugs ; and it is possible to argue that 
the object of Temperance Reform will not be realised unless every substitute for 
alcbohol is similarly controlled. In the case of Bhang, Ganja, Toddy, etc. the 
control is at present exercised only through the system of licensing the shops 
where these could be sold. Complete and effective monopoly of these forms of 
intoxicants is not to be thought of for some time to come, though the experiment of 
the opium monopoly may suggest the possibility and invite a trial. The position, 
however, of the Native States, and the possibility’ of evasion of control or infringe- 
ment of monopoly from beyond these internal frontiers, must be fully considered 

t From the rates given above it does not seem as tliough the provinces witli the most considerable wealtli 
were taxed at the highest rate- Assuming tliattlieliigher tihe tax tiie less the chance of increase in consump- 
tion, equalisation of duties or at any rate tlielr Increase in proportion to the wealth of a -province would 
add very much to local revenues. Tlie progress in reducing out-still areas since 1905 has been considerable 
but there is still room foriconsolidation of the Excise Policy. Under the recommendation we have made, 
we estimate the total excise llevenuc at not less than 35 crores. 



bofoie any policy oi complete control can be &ciioasly proposed. But- making 
due allowance for all these factors the .statement must be repeated that the only 
way to cure the drink evil is to completely monopolise the intoxicants of every kind 
and thereby so raise the price rapidly, progressively, consistently as to make it 
beyond the power of all but the richest classes to ruin themselves. We recognise, 
indeed, that there is a world of difference between the ideal of the Temperance 
Reformer and that of the Governments in India. The former aims at absolute 
abolition of the habit. The latter would not interfere with long-standing 
habits. Custom and prejudice would, therefore, confine their activities 
only to regulating and guranteeing a good supply of the stimulant, gradually 
raising the tax so as to make the habit more and more a luxury. It is 
impossible to enter at this stage and in this work into the ethical aspect of 
the question : whether the Government of India does well to associate 
itself with such a source of the ruin of the people by making themselves 
dependent on the revenue derived from tliis source. While too sudden a break 
with habits of half-civilised people may undoubtedly cause political 
anxiet 3 % which no settled Government can be expected to invite if it can be avoided, 
a full control of the soiwces and process of production, manufacture, and distri- 
bution, is inevitable if the ultimate end is ever to be realised. During the process 
of the suppression of the habit the state must derive a revenue ■which may, 
however, loose all the taint of its origin if the increasing dependance on that 
revenue is avoided, if the possibility of reproach of trading in the miseries of the 
people is at all destroyed whether by a monopoly or by license and sale duty. 
We think it would be really better if that revenue is derived in a form which 
makes the control of the source all the more feasible. 

To this end, therefore, of restricting the spread of the drink habit a’s much as 
possible, by action of the state, the proposals now must commonly made are: 
That the licenses for the sale of intoxicants should be .st eadily reduced in number ; 
that the hours of sale be[further limited by later opening and earlier closing hours 
being compulsorily adopted by all licensed premises ; that the auction system of 
licensing .should be replaced by a system of fixed license fees as recommended by 
the Government Excise Committee of 1905-06; that the licensing function be re-, 
moved from the control of the Revenue Department and placed in the hands, of the 
Local Advisory Committees or some other independent authority. As the Govern- 
ment of India has never accepted the suggestion that the increase of revenue indi- 
cates an increase of intemperance, they have not looked quite favourably upon 
some of these suggestions. Thej’^ apprehend the intemperate zeal of the Temperance 
Reformers so much that they are unwilling to extend the scope of the Advisory 
Committece already in existence or to. add to their number. On the other hand 
their aifn is not to interfere with the habits of those who consume alchohol in 
nioderation, and so they cannot accede to suggestions which would abolish the drink 
problem altogether.. The critics of the Government on the other habd are "afraid 



ot too gfeat a ‘sproacl of the drink habit and regard the increasing dependence 
of tlie Government witlra degree of apprehension. In our opinion even the sugges- 
tions mentioned' above are more in the light of palliative^ than a bold attempt 
to strike at the root of the evil. • The only thing that we can say in their favour 
is : that given the temper of the Government of India as it is constituted to-day, 
given also the difficulty of avoiding the greater evil, — ^illicit, imcontrolled produc- 
tion and consumption. — these suggestions seem to be tire next best after the 
complete monopoly of the manufacture and sale, of the intoxicating drinks."^ 

The other portion of the Excise revenue which is relatively insignificant is 
derived from Hemp- Drugs, and Opium. The former soiirce of revenue is governed 
by the recommendations of the Hemp-Drugs Commission of 1893. As the plant 
grows jjractically in every part of the country the revenueds derived by restricting 
cultivation under a sj^steni of licenses. After the plant has been harvested it is 
stored in ’bonded depots ; and before issue of any quantity to licensed vendors a 
quantitative duty is charged. As in the case of intoxicant liquors the retail sale 
of these drugs also is subject to a license fee. While private possession by unlicensed 
people is prohibited, no restriction is placed however on the use of a wild plant in the 
green state or if it is cultivated for the manufacture of fibre. The rates of duty 
which have been raised since 1905-06 vary from Ks. 5 to I I per seer for Ganja ” 
from lls, 6 to 16 per .seer for Cheras. Bhang on the other hand is taxed at much 
lorwer rates in some provinces by acreage and tran.sport duties only. Licenses which 
cover the retail sale of all forms of Hemp drug are usually sold b}' auction. 

Before concluding this section, it must, indeed, be admitting that none of the 
measures suggested afl’ord quite certainly the guarantee of a complete prohibition. 
It would be futile to charge the British administratio}) as having increased the 
Drink traffic. In so far as it is the result ot imitation it is voluntarv. In 
so far as it. is due to customs of old standing, it is rooted in prejudices and 
beliefs which have no apparent connection with any given system or personnel 
of. administration. The uew ministers in the Provinces will have a score of 
objects of deserving increase in outlay being pressed upon them, to be able 
to sacrifice this great source of revenue all at. once. In the concluding 
chapter in this part of our work we have suggested certain alternative forms of 
txatiou, which might Aveli replace the more objectionable older taxes. Tobbacco 
increment in Land Values, manipulation of commercial Stamp duties in 

• The transfer of the Excise department under the new constitution to an Indian minister opens uft 
Infinite vistas ol speculation as to the future of the drink auestiou. Bartanatical opposition to intoxicants 
on relifiious ctounds, there is no fear th'at the new Indian Ministers would be insensible to tlie claims of 
revenue in this must difficult question. If absolute prohibition is found utterly impossible and if a certain 
revenue niost continue to be raised from the drink traffic the Government, under the new dispensation, would 
find thei«‘!8lves driven to accept tlie suggestion of monopoly made in tliis section, as it is the only wav to 
safeguard the larger interests of the community witliout sacrificing tlie riglits of minorities. There is an 
obvious guarantee, winch local Governments, like tliat ot Bombay, could olfer to tlie critics of the prevailinc 
Excise BoliiV, doubling the rates of thetr Excise Duties, or by raising tliem to sucli a figure an would 

nay the wiiole of, me Provincial contribution to the Imperial Exchequer. As this is a feature of the nCw 
dnaucial system univers.iUy disliked it will be killing two birds witli one stone, if the Provincial Contribution 

is. thus mide problematic. .... ■ . . 


places like Bombay, may be instanced here to meet a possible counter argu- 
ment. But when all is said, ive fear we can see no immediate prospect of a complete 
a cessation of Excise Revenue as an index of the complete stoppage of the Drink 
Traffic. While the latter continues, it would be imprudent to waste the 
revenues that could be obtained therefrom, it would be suicidal to forego the 
control over consumption, such as it is possible now. Hence our suggestion for a 
monopoly : our expectation of an increased yield ; our recommendation of making 
Provincial contributions only out of the increased Excise Revenues, so that 
tins unwelcome item of expenditure may fare as well, or as badly, as the 
possibility of increase in this revenue under Provincial management. 

LVIII. CUSTOMS REVENUE. 

The Nature and kinds of Customs Duties. 

Considered historieall)’^ the sj^stem of Customs revenue in all its fomis seems 
to have been developed much before the counter svstem of Excise revenue. If 
we regard Customs duties as consisting of all tolls, dues or taxes, levied on account 
of a government, on the import or export of goods from every centre within that 
government, we shall find these duties a recognised source of the income of the 
Prince as well as of local governing bodies, in India from the earliest times,* 
In their nature these duties a3'e like Excise duties, a charge on com- 
modities — a tax on consumption. Thej’’ differ from the latter only so far' as 
they are levied on the movements of goods, is levied at some stage in 
the manufacture or sale of the taxed commodity. This difference — though 
it accounts for a very considerable dissimilarity in the administrative 
treatment of these two forms of tax revenues— i.^ ,in the essence, insig- 
nificant. A proper Customs Tariff, famed with a vieAv to revenue alone, 

. must be adjusted on the same principles that govern the Excise Reve- 
nue. Thus in Customs, as in Excise, a tax woxdd be productive only 
if it is levied not only on some selected articles of wide consumption, but also 
on all the possible commercial substitutes for these articles. But the financial 
aim of such taxation would be defeated if too many articles are taxed, as 
such a course would encourage smuggling. It is, therefore, best, from a 

purely revenue standpoint, to construct the Customs Tariff out of a few, 
well chosen articles of universal consumption, with gradations, if possible, 
in the rate of the tax according to quality, in order to make the tax more- 
in accordance with the ability of the tax-payer. The purely financial 
standpoint would also require that all the commodities made subject to 

♦ The fact that Customs Revenue does not meet with any prominent mention in tlie worhs relating to 
the Ancient History of India, can he explained on the ground that most of these duties were collected by town 
authorities at the gates of towns and were usually taken by tlie local Governing bodies. In the shape ol 
transit duties, the Indian Customs duties have attracted considerable attention from the foreign students > 
and some of the early wars of the English in Bengal were directly caused by a difference of opinion between 
tlie X.awabj'and the Company’s servants on tlie question of these duties. In the maritime provinces, like 
Gujrat.’a proper sjfstem ot Customs Revenue for the benefit of the State or central Government seem to hav9 
developed very early. 
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Customs Tariff should, if produced at home, be made liable to an ec^uivalent excise 
duty to prevent any deflection of industry. 

Tlie difference of administrative character between Customs and Jixcise has 
led to important distinction in their practical treatment. To prevent evasion of the 
Duty, it is regarded as of cardinal importance that Customs should be levied on 
only those articles which are to be imported or exported over considerable distances,- 
and are of bulky character. Excise revenue is not- confined to any such rules.* The 
need to adjust the tax burden to the wealth of the taxed community demands that 
the rate of the tax shall be in practice as low as is consistent with the financial inte 
rest. Tins course of low initial duties has the additional advantage of mak- 
ing the Customs Revenue more elastic in yield. In times of emergency by a mere 
increase in the rate of the dutj" on articles of universal, consumption the State can 
expect to obtain a nearly proportionate increase in revenue. 

So far we have assumed that financial considerations alone guide the framing 
of the Customs Tariff'. But hardly au\’ modern country can pretend to a Customs 
Tariff exclusively framed on financial considerations. The unavoidable effects 
of any Customs Duties upon the industrial organisation have made it a guiding 
maxim that necesaries of life and materials for industries should, as far as 
possible, be exempted from such taxation. We need not here interpolate the 
controversy about Free Trade and Protection; but need onl}^ observe that 
a purely financial Customs duty would be as impossible to construct as it would 
be intolerable to maintain. At the same time, it must be admitted that the basic 
principle of every protection duty makes it impossible for that duty to be revenue 
yielding. To the extent that a Protective Duty is productive of revenue, it must 
necessarily be destructive of protection. And conversely, to tlie extent ^that it is 
protective it cannot be expected to be productive.-}- The larger place that the 
Customs Revenue occupies in the Budget systems of the leading countries — shows 
clearly that despite the profes.sions of the Cu.stoms Legislators no existing system 
realises the ideal of the authors accord to their profes.sions. 


LIX KINDS OF CUSTOMS DUTIES. 


There have been, speaking historically, three main classes of Customs duties ; 
the so called Transit Dutie,s ; the Export Duties and the Import Duties. Of these 


» J. S. JUll (Bk. V. Chap. 6 Art. 2) would tax only tliose commodities not produced at home at all 
But Mills, suggestion ^vas essentially insular and seems to have been based on the s])ecial considerations of 
the English Customs System, where the main items of the Customs Kevenue are not ordinarily produceable 
at home. The suggestion cannot in practice be accepted by other countries which want to tax commodities 
which they themselves produce in part, or of which they produce marketable substitutes. The school of Free 
Trade writers seem to exaggerate the danger of evasion of Customs dues or smuggling if we are to judge from 
the recent experience of France and Germany,^ tliougli tlie experience of England herself in the matter of 
smuggling seems to warrant their apprehensions. 

+ It Revenue alone were made the yielding principle of a Customs Tariff, the rates of duty would have 
to be based on the Railway analogy of charging what the trailic can bear. The duties, then, intially low, 
would have to be gradually increased, till, they reacli a point on each item whicli is consistent with the 
liigliest imports (or exports) under the tax. If the Import (or export) rises in spite of the duty tlie rate stiould 
be raised but the increase in the rate may cease if the imports are checked. Such a Tariff-widely distributed 
-would yield enormous Revenue and, might quite possibly realise the ideal of tlie Single Tax, tliough at an 
incommensurate cost to the industrial resources of the country. Conversely protective duties can be made 
prohibitive of any competition with the protected commodity with a corresponding increase in preventive 
estabiishments to detect and deter smugglers. But in that case tlie cost to tlie community in the sliape of 
i ncreased prices, restricted consumption, and artificial tlirection of industry must also be considered. 



the first* is now almost entirely discontinued in the leading commercial countries 
of the world as the exactions of this nature prevent the growth of commerce and 
the building up of an Extrepot trade in a country otherwise suited to such trade. 
In the crudest form the transit duties are a toll or a tax on the mere movement of 
goods, without any attempt to see whether the goods taxed are really objects of 
consumption or simply jiassing through a country en route to a more distant 
destination. In such a form it cannot be denied that the Transit duties are an 
indefensible exaction, hostile to the development of Commerce. In the strict 
theory of such duties, they would prove' in modern states to be impossible to 
maintain, owing to the mere difficulty of furnishing a suitable administrative 
organization which would be cheap as .well as effective. Ahd ' the rise in prices 
resulting from such duties would make them unbearable to the consumer. f In the 
more modern forms of the Octroi, however, in which a town or city government 
levies a small charge on the articles brought to the city barriers, and meant to be' 
consumed within the city ; or under a system of bonded warehouse in which the 
goods sought to be taxed would, in the first instance, be charged the usual duties 
andJbe deposited in wamhouses, specially established for the purpose, then, 
when the goods are re-exported the duty may be refunded — these duties do not 
arouse hostility they once did provoke. J The duty is very common and less 
objectionable. 

Public opinion also seems unfavom'able to the Export Duties. With the dis- 
appearance of the old ideal of a self-sufficing unit, it is but natural that anything 
which impedes the export of the surplus of a country's produce, and thereby pre- 
vents it from offering the best exchange for the products that the country in 
question itself needs, should be regarded with disfavour. Under the influence of 
Mercantilist ideas European nations have been trying for now nearly three 
hundred years to increase the exports from each country ; and though the 
inherent weakness of the Mercantile )Systeni is now pretty generally realised 
there is still a strong tendency to favour exports. European writers 
are, therefore unanimous in condemning the export duties en masse. § 
It is conceivable, however, that not all exports duties would prove equally 
injurious to the industy of - the taxing • country. ’ A complete or practical 
monopol y of a product for which no commercial substitut e is found, give an 

» It ib difficult to say what "is the origin of those duties. Do they represent an ill-advlsed exercise of 
petty feudal sovereignty or are they to he considered as a just return lor services rendered bv the state to 
commerce, such as constructing and maintaining roads and bridges, liarbours and docks, if the latter ba 
considered as the true explanation the transit duties cannot be wlioily condemned. As a matter of fact, 
however, in tlie age of which these duties ivere collected the alleged services were seldom rendered by tlie 
.sovereigns; and when sucli services were rendered, almost invariably an extra special charge was levied for the 
purpose. The modern unfavourable attitude, therefore, as regards tliese duties has a good justifleation in 
history as well as in economics. 

t That such Transit Dues are apt to become unbearable to the consumer is most proininentlv illustrated 
by the Trench Revolution and the causes which led to it. , ; 

% India has a considerable system of Octoi duties and'so liave France and Germany. The System of 
bonded w.ireliouses and tlieir compliment of Drawbacks and Refunds are now to be found in practically -in 
every commercial country in the world.* TliuS difegiiited the transit duties still continue, though there is a 
pretty general condemnation. 

i The only important countries wliich now levy any Export duty and derive a considerable revenue 
from it are : Turkey with a uniform Tariff of 1 % on -all exported commodities ; India with a open export 
duty on Jute and Rice, and a concealed Export duty on Opium 'and cotton yarn, the latter being charged 
und?r tlie. heading of Excise, the former a transit Duty or monopoly price; Brazil on coffee, Philippines on 
.sugar, 'Hemp and Tobacco; and Bmtzerland, Russia, .\iistria and Italy- on some few commodities which are 
considered monopolies of tliose countries. During the Boer War England had recourse to the Coal Export 
Duty, France abolislied her Export duties in 1881 and Germany in 1873. India is the only country in which 
Export Duties form any considerable portion of the Customs Revenue, 
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rigid demand from all other countries in the world for the article taxed, there 
is no reason why the burden of the tax should not be borne. by the foreign 
consumers of the commodity. It is also conceivable thftt Export duties may 
serve a very useful national purpose, as for instance in conserving the food 
supply oT a country, like India, liable t o famirics.| In fine, it would be premature 
to condemn all Export duties without distinction, without a study of the 
special circumstances of each case. 

However niucli tliese older forms of the Customs Revenue may survive there can 
be no question that at the present time the most important form of Customs 
Revenue is Import Duty. For political and administrative reasons this form 
is beginning to be more than ever important. The formation of larger national 
units by federation or amalgation has invariable resulted in giving increased 
powers to the General Governments for raising and manipulating the Customs 
Revenue chiefly in the foim of Import Duties. And the consolidation of Frontiers, 
with the perfection of the means of supervison and the improvements in the 
Civil Service, has succeeded in removing to a large extent the old objection based 
on the possibility of evasion and of illicit traffic. The new importance of the Import 
Duties is enhanced by the novel objects governing the resolution of these 
duties : — considerations of national interests in Industry. 

LX. CONSIDERATIONS IN FIXING IMPORT TARIFFS. 

With the possible exception of the United Kingdom and the Turkish Empire, 
there is none of the principle countries of the world which at the pre sent time 
regulates its Customs Tariff on Imports or Exports, on an exclusively financial 
basis. In this respect there seems to be a marked divergence of views between 
theoretical publicists and practiciil politicians. Economic writers are for the most 
part agreed — even when they belong to countries which have frankly accepted 
other than merely financial principles^ in the regulation of their import duties-that 
on an abstract analysis ot International Trade, such duties appear to be a needless 
hindrance which diminish the net advantage of International Trade. The imposi- 
tion of high Import Duties would no doubt check the Import Tradt, even when, the 
first obvious effect of such duties seems to be merely a diversion ,of the Import 
Trade, from manufacture to raw-materials. For in so far as the taxed article is 
raised in price, there would result some retrenchment in consumption whichjvould 
involve restriction of trade. 

The case, however, for high Import Duties imposed with a view to grant some 
protection to the local industries does not deny these obvious inferences from 
abstract reasoning. The distribution of industries in the world as we knoAv it is 

* Jute, and to some extent opium, trom India and Camphor from Japan supply admirable examplei. 
f Following the Paris Conference of 1915 suggestiona were rajide for the conservation of the Kaw 
Materials among the allies. One of the suggestions (offered for the considetatlon of the Indian Goveinmcnt- 
R8 regards the supply of raw-cotton) took the shape of an export duty as an alternative to a system or* 
Licenses- Ho decision has been taken, but the Indian opinion Beoms to have been almost wholly against 
the export duties and rightly so, though thsy were naturally preferred to a much more Injurious sy*tciB of 
licenses. . ' ' 

‘32 
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not based on that ideal assumed by tbe Free Trade economist, which, if true, would 
lead to the great world advantage from the growth of foreign trade as resulting 
naturally from the differences in comparative cost. There could be no occasion 
for any demand for an artificial stimulus to a country’s industry if the principle 
of nationality were made extinct ; if the regional distribution of population so com 
pletel}’ harmonised with their ethnic- qualities, as to make the labour of each re- 
gional unit employed at the greatest efficicnc}^ in the industries climatically or 
geographicarty most suited to such a unit. Given, hov^ever, the force of nationa- 
litv and the virtue of patriotism; given the imperfections or inequalities in industrial 
development of , different units'; it is not surprising to find many deep thinkers 
deliberately ignoring or contravening the inferential disadvantages of a .system of 
artificial stimulus to national industries by meajfs of import duties. It is possible 
to argue in many a coimtry that an industry, in all ways suited to the natural 
advantages of that country, may yet be prevented from developing in that country 
for want of the necessary knoAvledge and experience among the people. Such a 
defect would never be remedied under a system of free competition from other 
countries who have managed, purely by blstorical accidents, to develop the same 
industry to a much higher stage of perfection In such a case Protective Import 
Duties, by making competition with the protected industry harder, afford an op- 
portunity to foster .such industry. Such a process of national industrial develop- 
ment no doubt occasions a temporary loss in tbe shape of increased prices, as ajilso 
in the inevitable alterations in tbe employment of industrial capital and labour. 
But granting the fact of that loss it nia}' yet be claimed that the compensation 
from an all roiuid development of the country’s industry woidd more than set 
off the loss. 

This case for a scientific protection has now become classic. Tbe inherent 
limitations of such a case it would be futile to ignore. (1) It is in the best sense 
only a temporary expedient, since the underljdng assumption of such a case is that 
the industry protected is capable of developing, if only in its initial stage it is guarded 
against unfair competition. The necessary corrollary of this assumption requires 
that when the protected industry has reached a stage when it no longer need.«! arti- 
ficial stimuli the aid once given to it must be taken away. The sacrifice involved 
jii every system of protection would have been thrown away if after the experimental 
stage the protected industry still continues to demand protection. One of -the most- 
difficult problems which the protectionist has to face in practical life is to make 
a wise selection of the industries sought to be protected. The limitation of our 
information as to the suitability or possibility of a given industry, the existence 
of other than pm-ely economic factors warping tlie judgment of the protectionist 
and influencing his policy, make it very hard to select wisely and to protect properly 
the suitable industries. Moreover the essentially temporary' character of scienti- 
fic or justifiable protection demands a removal of 'the duties when their object 
has been served. But in practice aimOiSt all the chief Protectionist countries 
have found this an imposible condition owing to’ the growth of vested 
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interests.^' (2) Scientific protection must also involve some loss or sacrifice. Tke 
nation desiring protection must make up its mind to bear this loss and treat it as 
an unavoidable or necessary expense for educating its people to the desired pitch 
of manufacturing skill. Such a view of the sacrifice involved would pass unchallenged 
if both the loss and the gain were truly national and evenly distributed. But 
in practice it not imfrequently happens that the loss is borne by one section — the 
consumers only ; and the gain goes almost wholly to the much smaller section 
of the producers. The specious argument that protection creates more profitable 
emplojmient may be adequate to entrap the ordinary workmen, who see the imme- 
diate rise in wages, and have not foresight enough to consider the counter-balancing 
efl'ects of a rise in the cost of living which results from the same cause. At first 
sight, it would appear as though successful protection, by establishing new indus- 
tries, helps to create additional employment ; but such a belief is impossible if it 
means that the total volume of employment in the country is increased. What suc- 
cessful protection can really accomjilish is a change in the nature of employment 
from poor to more paying channels ; it cannot add to the total volume of employ- 
ment, j- The working classes as a rule do not realise this and they are, therefore, ins- 
tructively protectiouist.J The same also applies to the other argument of the pro- 
'• tectionists in answerbig the charge of costliness or wastefulness of their programme. 
It is possible to make the foreigner bear the cost of protectionist duties. It is con- 
ceivable, no doubt, that a buyer or importing country in a situation of exceptional 
strength — having practically a buyer's monopoly of demand — may be able to ward 
oft' that biu'den of the import duties.§ But in that case, to the extend that thq 
burden of import duties falls upon a foreigner, the duties would fail in their original 
object ^ would fail to be protective; for the only way in which the burden can be 


* Tlie experience of the United States of America and the German Empire is more interesting in thesb 
respects, ashotli these countries, worhiitg on entirely independent grounds, have evolved practically identicai 
conditions of industrial organisation, wliicli simultaneously proves the accuracy of the arguments forsclenti- 
lic protection and the practical ditficulties involved. Prof. Adams in his work on “ I'inance ” thus sums 
up the contrast between the theory and practice of protection. (Page 417). “In tlieory protection does not 
become a source of positive adv.autage until it gives place to freedom of commerce. In fact, after a nation 
has once tasted the stimulus of protection; commercial freedom is cither impossible of attainment, or can be 
attained only tbrough a struggle so gre.at as to mark an cpocli in iinandal legislation. In theory protective 
duties sliould l)e high wlien tlrst imposed and decline as nations learn the lesson of maniu'acturing skill. In 
fact, thev begin a«th a moderate charge and r.aise it higlier and higlior'eacli succeeding year. In theory the 
burden of protection, that is to say, tlie cost of the n.ation’s industrial education, is borne by the agricultural 

industry, In practice especially where Government rests upon popular, favour tlio policy of ijro- 

tection ciuickly drifts Into the Illogical and self-destructive policy of an ail round protection.” 

t 'i'he American Protectionists have often argued as tliough in tlieii case the Protective Tariff liad actually 
succeeded In adding to the volume of employment. The increase of population simultaneously with a rise 
in wages in the States is an evidence okthe yet inadequ.atcly exploited resources of tlic country, and not of the 
ability of protective tariffs to create something out of nothing. The liigh wages may also be explained on 
the ground of increased efficiency in so far as the high wages are not explained by increased cost of living. 

± Tlie only exception to this rule is tliat of the English working classes, tlie majority of which have been 
free traders. But the explanation of this exception is probably to be found in English Workmen thinking 
more of their lot as consumers than as producers, in which capacity for a long time they feared no rivais. 

§ Professor Plehn mentions the folloiring five instructive cases in which the burden of important duties 
might he borne by the foreign producer : A. when the amount of the commoditj' produced in tlie country 
laying the tax is sufficient in quantity to entirely supply the lioine market, and to fix the price very dose to 
the cost of production, while the foreigner has at tlie same time so large a supply that ho must enter that market 
to dispose of it. A common instance of this is the case of Uyo in Germany in good years. (B) wlien a new 
tax is laid on goods produced with the aid of large fixed plant for a limited market whicli would be lost if the 
price is raised. As long as the producer is unable to change the character of the plant he must pay that tax 
for example, Iron products from the Bhine to be sold to Shofficld. (C) In the case of commodities wliicii 
are used only as substitutes for sometiilng else, because tiiey are cheaper wliich would not if the piices are 
higher than that of the comlnodity for which they arc used, be consumed at all, e- g. Bye in Germany when 
wheat is cheap. (D) in the case of commodities a large part of whose total consuiiiption is produced in the 
country but not enough to fix the price absolutely, which is still above tlie cost of production. The forei'^n^r 
in that case would pay part of tlie tax if his entry depresses tlie price. (B) The speculator regiilarlv pays 
the tax when the commodity is massed in warehouses on the border for importation on a rise of prices, and on 
being Imported in large masses depresses the price. 

•a Cannot add many specific instances of a buyer’s monopoly unless It were the case of tea in England 
where tlie tax is not conceived in a spirit of protection. • For the above cases compare Pleliu (introduction 
to Publid Finance) pp- 225-7. 




borne tbe foreigner is a fall in price. And if a fall in price does not arrest the 
imports the tax on imports cannot be said to be protective. (.3) The greatest 
danger to the industry of a country from a systematic adoption of scientific protec- 
tion, however, is the likelihood of a permanent weakening of industrial position in 
tile protected countr3^ Tariff aid, instead of being a temporary and costly expedi* 
cut, becomes in many cases the normal condition of the industry of that land, 
thereby undermining and enervating the whole position of Industry, The 
enervating force is all the more apparent in a small countr}’^, where domestic com- 
petition is not sufficiently strong to prove the necessary stimulus which auto- 
matically compels an industry to keep abreast cf the times. 

If these necessary limitations of scientific protection arc reorganised and 
appreciated there is no reason why a country, ambitious of industrial devclopmenj, 
— should not resort to it. Recent experience of great industrial countries have 
shown that import duties arc by no means the only means of protecting one’s 
country's industries. If the cost involved in the protectionist experiment is 
accepted as an unavoidable price of national development ihc protection required 
may perhajjs be nioie appropriate!}' given in the sha23C of Export Bounties or 
direct Subsidies to selected industries than in the shape of import duties.^ 
The two last mentioned methods have a distinct advantage over the more common 
expedient of import duties. They make palpably evident the essentially costly 
nature of the protectionist experiment, by making the subsidies and bounties 
a direct charge on the national revenue, instead of an apparent gain wdiicb 
^he import duties suggest. The consciousness of the burden will ju'ovide 
its own remed}'. Besides, as the bounties are given onl}' to selected industries, 
admittedly of national importance, they would prevent the creation of any 
vested interests which Import Duties bring about. To the extent that bounties 
arc needed by an industry they ivould mean a gift to the foreigner, for without 
the bounty there would be no exports ex hypoihcsi. If the beliei in the future 
of the bounty-fed industry is w'cll-founded, the bounties ought to be jrrogressively 
reduced ; and thus remove an unfair advantage given to one section of tlie 
people Even in the case of Imjjort Duties, the ^u’oblem of granting protection 
with the least risk of waste of national resources often requires a most minute 
adjustment of the scale of duties to the cost of jrroduction, to the various classes 
of the same articles, to the most delicate distinction between the rival claims of 
specific or ad valorem duties. 

But the problem of defiining the objects of a country’s Customs Tariff' is not 
over. We have \ et to examine the more radical question of Customs Policy, to 
reconcile the claims of nationality, with those of world commerce; to show, if 
possible, that the gain of the jJroducer need not necessarily spell the loss of 
the consumer. The rajrid conversion of a number of the leading countries in 
the closing decades of the last century to a irolicy of protection, in spite of the 
limitations of such a policy, w'as as much the result of political as of 
epqnomic considerations. A general adoption of protection indiscriminately 



must, apart altogether from an unhealthy attitude engendering of universal 
suspicion and unprofitable retaliation,- restdt in a waste of the world's 
resources, owfing to a misdirection of capital and labour due to the desire of a 
forced industrial development. ■ The rise in prices, which must also follow in 
the wake of such a course cannot but exhibit the resulting hostility between 
the interests of producers and consumers. If it is sought to avoid this last 
consequence by atteinpting to regulate the industry protected -and fix the 
price, the State would soon find an effectual limit to its exertions. Without any 
C'bility to offer an alternative supply such an effort must fail.* The oiily 
remedy to bring about the fullest development of each country’s resources without 
^iijurjfing the interests of consumers' or cau.sing a wanton retaliation is, in our 
opinion, for the stale to take upon itself the ta.sk of production, or at least its regu 
lation. If the uuitvS of the league of Nations become competitive producers the 
classic principle of the comparative costs would automaticalh" asert itself — as 
in that case the confidence of equality would help to banish all .suspicion of 
ulterior designs. International commerce would then follow the natural line of a 
territorial division of labour, the exchange between the trading nations being 
effected on the collectivi.st ba.sis. and governed by treaties taking the place of. 
innumerable individual contract.^. The element of any undue or unearned profit 
in international exchange would disappear, almost in the same way that the 
element of such profit has been eliminated in the .exchange between the 
Cooperative Wholesale Societies trading with one another though .situated in 
different lauds. The control collectively of national production wQuicl also 
render the ta.sk of regulating the price according to the co.st of production more 
ea.sy, thus avoiding the ]>re&ent divergence of interest between consumers and 
producers. Eecont event.s i)i Tuany countries seem to show that, such consum- 
mation is by no means unlikely. In any case unle.ss some.. such arrangement 
is aiTived at mistaken protection in national interests ivould be unavoidable 
from ambitious nations, bringing in its train all the undesii-able consequences 
of di.strust, retaliation, and waste to which we have already referred. 


LXI. A BRIEF HISTORY OF THE INDIAN CUSTOMS REVENUE. 


At the time of the Mutiny the Customs' Policy of the Company’s Cloverumcnt 
laid the entire trade of India in either direction under contribution.- Without 


going into needless details it may be said that all the principal articles of Import 
and Export were taxed : — The former at the general rate of 5% ad valorem. 
Mr. Wilson in his first Budget proposed to rai.se the general Import Tariff to 10% 
(1859-60) subject to the exceptiion in the case of some important articles which 
were to be taxed at 20%. | This Tariff was revised in 1864 when the general duty 


• The enian.ince of profiteering oven in the apparently controlled industries during war time is an 
instance of tlic utility of such control. 

■f Tlic chief articles excepted from the general 10 % rule, and made liable to Import Dutv of -20 % were : 
Tobacco, Beer, Wines, and Spirits — -AVilson thus sums up the clfecb of these proposals- 


Loss on 20 % duties SOi'oOO 

Loss of articles freed 52,000 


. , , . . ' Total £ ' '82,0(50 

The first tree list included wool, licmA hides, juto, flax, tea, boohs, prints, maps, and works ol art' 
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ivas reduced to 7-o% 3d vslofstn, and again in 1867 when the list of articles admitted 
free of duty was enlarged. Meanwhile a Committee had been appointed to discuss 
■the whole question of the Tariff policy. And, following their recommendations the 
whole tariff was recast in 1875, reducing the general rate of Imporfduty to 5% and 
effecting a much needed revision in values for the purpose of adjusting the tax. 


From 1875 to 1900 the Indian Customs Policy became the subject of a violent 
controversy between doctrinaire free traders and passionate protectionists; and in 
consequence there were frequest changes. Tlie ruling caste, taking their cue 
from the prominent statesmen from Great Britian, adopted an attitude of uncom- 
promising freedom in trade, irrespective of India’s economic or financial interests. 
While the Indian public opinion of the day, such as it was, was gradually driven by 
Idle sheer intolerance of the Rulers in their second hand exposition of the free trade 
principles— to an attitude of equally unyielding protectionism, f Suspicious of 
selfish interests of the English electorate — chiefly of the Lancashire vote which no 
English Government could afford to defj'- and yet siuvive in office — were freely 
alleged to be more effective in shaping the Indian Tariff policy than any real belief 
in the sacrosant principles of free trade. Be that as it may, the Government of 
India embarked, from 1878, upon a policy of the remission or reduction of the 
Customs duties with a ^dew to establish an ideal freedom of trade ; and though the 
heavy fall in the value of the rupee and the sharp increase in expenditure did not 
permit them to realise completely their ideal, they approached by 1897 as near it 
as they dared, in the then condition of the country’s finances, despite the protests 
of the Indian leaders. The first step in the new direction was taken in 1875, 
Avhich Avas to impose a duty on cotton containing yarn not finer than 30” if similar' 


I' The folloAving Table shoAvs tlie list of articles taxed and the rate of duties in 1875. 

Import duties. 

1. Apparel, Anns, candles, carriages, clocks, cotton, cabinet, Avare etc., 71 % 

2. Cotton tAvist . . . . . . , . . . , . . , . . . . , . . . 31 % 

3. piece goods . . o’ % 

4. Medicines 7?. % . 

5. Coloured materials . . . . . . . , . . . . . . . . . . . . 7.'. % ' 

6. Fruits, glass, skins, jeivels, h'orj', leather, 7i °/g 

7. Beer specific dutj^ per gallon. 14 % ; 

8. Spirits do. do. ■ 673 

9. AA'ine do- do. 3/s 

10 Iron .. 1 % 

11. Other materials • , : 71 % 

12. Naval stores, oils, paints, perfumes, porcelain, proA-isions and oilnianstores . . 71 % 

13. ' Silk 71 % 

14. Sugar 71 % 

15. Tobacco 10 % 

16. Woollen piece goeds 5 % 

Export Duties. 

1. Cotton goods, oils, seeds and apices and hides 3 % 

2. Shallac and lac dye 4 % 

3. Grain specific duty per maund 41 %per md. 

4. Indigo do. do. • ' 6/sl 

See R. C. Dutt’s “ India in the Victorian age ” p. 338. 

t For a clear exposition of the Customs Policy of the Government of India see Strachey’s “ Finances 
and Public Works in India ” Chapter XV, and the Budget speeches of Lord Lytton and Sir J. Strachey in 1878 
and 1879. The extract from Lord Salisbury’s despatch given in an Appendix to Strachey’s op. cit. p._297et 
soq. are as interesting as the following resolution ot the House of Commons as indicating the English view of 
the question ; — _ _ _ • ^ 

a That, ip the opinion of this House the duties now leA’ied upon Cotton manufactures Imported into 
India being protective in their natme, are contrary to sound commercial policy, and ought to be repealed 
without delay so soon as the financial condition of India will permit.’’ (July 11, 1877). The general prin- 
ciples governing the Customs policy Avere thus enunciated by Strachey : (1) No duty should exist which 
affords protection to Native Industr.v ; no duty should be applied to any article which can be produced at home 
wdthout an equiA'aient duty of Excise on the home production ; no duty should be leA’ied except for purely 
fiscal purposes. (2) As far as possible raw-materials of industry and articles contributing to production 
should be exempt from Customs taxation. (3) Duties should be only applied to articles wlilch yield a 
revenue of sufficient importance to justify sucb an interference with trade. (4) Export duties should be 
levied only on those articles of AVhicl) the exporting' country has a monopoly of production. 
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ill cliaracter to goods ali’eady produced at home. At the same time Railway material 
was exempted from import duty and 26 other minor articles were placed on the 
free list. As there was very little difference between the cotton goods which were 
exempted and those which were still liable to be taxed, in 1879 all cotton goods 
containing yarn not finer than 30’s were exempted from duty at a sacrifice of 20 
lakhs. But the cotton goods were the principle source of customs duties and 
if they were to be exempted there was' no sense in maintaining other import duties 
which were likely to be more vexatious than profitable. The prosperous condition 
of the finances enabled the Government of Lord Ripon to abolish, in 1882, the re- 
maining cotton duties and the rest of the general import tariff f With the exception 
of a duty of half anna per gallon on petroleum, no other import duties were 
imposed between 1882-1894. 

Ever since the sixties owing to the impetus given by the American Civil War 
India had witnessed a continued growth of cotton industry organised on the 
latest mechanical improvements basis ; and by the eighties the Indian Mills had 
begun to meet the local demands to a quite appreciable degree. But the industry 
was seriously liandicapped in the early years by the competition of the Lancashire 
Mills which had attained a far higher stage or development The advantage o^ 
Indian Mills in commanding cheap labour was more than off-set by the inefiiciencv 
of that labour ; while the advantage of English Mills in having command of much 
superior raw material in America had no counter-part in India. The small dutv 
of 5 % which the cotton manufactures of England paid into India could not pos 
sibly have any protective effect on the Indian Industry. hTevertheless the strong 
Lancashire vote exerted a continued -pressui-e on the English cabinet to force 
thJ Indian Government to remove the Indian duties; and, in spite of great famines, 
wars, and falling rupee, the government of India had at last to obey. But the 
success of the Lancashire agitation naturally aroused suspicion in the Indian mind 
gs to whether the anxiety on the part of the English agitators for a removal of 
the import duties in India was really the outcome of a genuine belief in the advanr 
tages of free trade ; or whether by any chance it was. the result of any selfish 
apprehensions of a rival industry. We find, therefore, the greatest struggle 
in the Tariff history of India centring round the cotton duties. In 1894-6 the 
heavy fall in the exchange value of the rupee brought the Government face to face 
witli a deficit of Rs.l68 lakhs, the only way to adjust which was the restoration of 
a general 5 % import tariff, the duty on petroleum was at the same time doubled 

* Sir J. Strachey, in the Financial Statement for 1878-9 said the total gross customs revenue amounted 
in 1876-7 to £4,170,917 or net £4,098,£9G- Of tins amount salt import duty accounted for £ 2,491,010, leaving 
£ 1,607,286 for customs proper. Out ot these cotton duties amounted to £ 811,340 or more than 50 % of the 
whole customs revenue a serious Hem to sacnlice in the face of the known difficulties of those years. 

t The remission in 1882-3 was perhaps less open to criticism even on financial grounds than the similar 
action of 187» and 1879. In the earlier years war and famine had combined to make additional taxation 
inevitable: The remission ot any existing item— particularly the productive item of cotton duties— was 
objectionable as mucli on financial as on fiscal or economic grounds. In the later year> there was prosperity 
inside ; revenue and expenditure, alter balancing, had left a surplus. Salt duties were reduced. The 
decision of the Government did not, tnerefore, seem so Uagrantly in opposition to Indian interests as 
the earlier decision had been. . . , 

In this connection it would be interesting to observe that Indians are not alone in regarding the Indian 
Tariff changes as being dictated by selfish English interests. Lord Ilorthbrook resigned his Viceroyalty rather 
than submit to this unfair pressiue. Lord Lj-tfoh carried the changes by the exercise of the extraordinary 
power of overruling the majority of his counlal.'. The minutes of dissent were extremely soimd. 

See Stracfeey op. Cit. p. 247. " ■ ■ 
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LXII. The Present Position of the Indian Cusloms Revenue. 

The following table gives the main items of imports and exports and the 
rates at which they are taxed, as fixed by the Tariff LaAv of 1916- 


I. Articles of Import itate aa 

Fish, salted, wet or dry • • • • valorem 7^ % 

Fishmaws, fruits of all sorts, . . . . . . • . • • » 

Vegetables, nuts, flour . . . . . . . . • • • • ” 

Spirit, not meant for drink, . . . . . . . . • • n 

Provision and Oilman’s store . . . • . . . . • • >> 

Spices, Tea, Coffee, Salt, gums. . .. .. .. .. •. 

Resins, lac, mettalic ores . . . . . . . . . . 5j 

Petroleum, other oils whether animal or vegetable, seeds . , „ 

Tallow and wax, silk waste .. .. .. .. .. si 

And raw Silk, Wood and timber . . . . . . . . „ 

Unmanufactured Ivor}’ . . . . . . . . . . » 

Shells, Precious stones, Pearls . . . . . . . . 

Other raw materinls. Apparel . . . . . . . . >, 


Explosives, carriages and carts, chemicals, drugs and medi- 
cines not specificailv exempted, agricultural implements 
specified, clocks’ and watches, dairy appliances, electro- 
plated ware, hardware, oilier instruments, dyes and dye- 
stuffs, furniture, glassware, hides and skins, and leather, 
earthenware, machinery worked by manual or animal 
labour metals other than iron and steel, yarns and textile 
fabrics, works of art unless intended as public jnemorials, 
brushes and brooms, bidlding and engineering materials, 
candles, cordage, manufactured ivory, furniture, fire 
works, jewellery, matches, mats, perfumery, packing pitch 
and tar, prints. Rubber Tyres and other goods, soap and 
toilet requisites starch, toys, umbrellas, fodder &;c. „ 

II. The following articles are taxed at 2J % ad valorem : Grain and Pulse 
Vinegar, Iron or steel. Fire Avood, Copper Telegraphic instruments and Appara- 
tus, .Machinery and Component parts thereof, articles of Iron and Steel e. g. Bars 
rods, rails &c. Lead sheets for Tea chests. Railway material for permanent way 
and rolling stock, Ships -and Steamers, Tea-chests. 

III. The follondng articles pay 10% ad valorem ; sugar of all sorts, molasses 

Sacharine, Silver plate, Silver wire and other Silver manufactures. 

» 

IV. The following pay 20% ad valorem or specific duty, which ever is higher: 
Arms, amunition and Military stores subject to certain exemptions the specific 
duty varies from Rs. 2-8-0 to Rs. 00. Exemptions ■ are given for arms forming 
spart of a military equipment. 

33 



p s paj specifif. j. , 

Porter, r;.„, .. 


Porter ei/ 

are ? ^ - 

i«.artr;e. 


f w^^riosrc*''**- '=^”'2c 

^ J^«cin.e«s of natural . ^ '^P^rted for 

£xpor/s. «fcc. 

®‘’''-'^“fe:OtierfJ‘‘-’-P«b.teof,oo;, 

dL'TE ts^ods np]> L 1 Ws. 

.S,4r '^'’'^o^^Otte. 

goods per ha? 

H«aiaaepa^, ^ ‘“'fcofioofte. 
f^^i’P^P^Per baie „?r,.">" 

■?P i^nTlr^..r. 


J?S. 
i 4 
^ 8 


0 

0 


20 0 0 
^2 0 0 
0 3 
^ 8 


p, -^"-oMoojbs. •• .. "^^0 

^nport schpr],,! • ' ' • • ' ^ 3 n 

“"-o «0t „er„ a »e ali epL' 



339 


Table showing the growth of Customs Eevenue in> India : 


Year. 

Gross 



Gross 



Customs 

Expenditure 

Year. 

Customs 

Expenditure 


Eevenue. 



Eevenue. 



£ 

£ ■ 


£ 

£ 

1860-61 

2,966,608 

162,833 

1830-91 

1,743,218 

134,652 

1861-62 

2,878,139 

243,547 

1891-92 

1,701,288 

138,333 

1862-63 

1,464,366 

178,706 

1892-93 

1,617,633 

140,634 

1863-64 

2,384,061 

177,491 

1893-94 

1,682,373 

143,736 

1864-66 

2,296,929 

207,064 

1894-95 

3,854,955 

174,547 

1865-66 

2,279,687 

207,514 

1895-96 

5,017,278 

202,948 

1866-67 

2,030,864 

188,810 

1896-97 

4,491,477 

203,386 

1867-68 

2,578,632 

207,186 

1897-98 

4,641,295 

211,379 

1868-69 

2,692,755 

175,880 

1898-99 

3,201,441 

143,295 

1869-70 

2,429,185 

181,466 

1899-00 

3,133,491 

153,953 

1870-71 

2,6.10,789 

186,991 

1900-01 

3,371,594 

161,930 

1871-72 

2,575,990 

184,921 

1901-02 

3,833,019 

161,475 

1872-73 

2,653,890 

180,375 

1902-03 

3,997,636 

161,336 

1873-74 

• 2,628,495 

183,863 

1903-04 

3,966,298 

168,298 

1874-75 

2,678,479 

. 184,172 

1904-05 

4,361,771 

179,24j 

1875-76 

2,722,533 

186,7.57 

1905-06 

4,348,017 

182,45^^ 

1876-77 

2,483,345 

194,230 

1906-07 

4,351,692 

200,484 

1877-78 

2,622,296 

202,815 

1907-08 

5,004,494 

206,478 

1878-79 

2,326,561 

200,417 

1908-09 

4,832,264 

209,023 

1879-80 

2,280,793 

201,280 

1909-10 

4,965,118 

217,495 

1881-82 

2,539,612 

198,927 

1910-11 

6,619,009 

239,566 

1882-83 

2,361,388 

195,113 

1911-12 

6,468,567 

250,713 

1883-84 

1,296,119 

• 154,982 

1912-13 

7,197,243 

257,288 

1883-84 

1,187,266 

139,345 

1913-14 

7,758,220 

281,252 

1884-85 

1,029,943 

136,860 

1914-15 

6,347,201 

264,279 

1885-86 

1,199,976 

130,719 

1915-16 

6,873,886 

262,264 

1886-87 

1,246,293 

135,818 

' 1916-17 

8,659,182 

271,184 

1887-8*8 

1,348,837 

. 134,891 

1917-18 

1,036,588 

285,276 

1888-89 

1,332,780 

133,897 

1918-19 

12,403,200 

307,300 

1889-90 

1,306,686 

136,021 

1919-20 

13,352,400 

314,100 
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The table in the margin gives a detailed analysis of the ‘total Customs 
Eevenue of the Government of India. 


Article & Duty. 


1918-19- 

1920-21 



Accounts 

Budget. 

Imports. 


Rs. 

Rs. 

Special ammunition Duty . . 




1 . Arms & Mil stores 


5,00,205 

11,14,000 

2. Coal coke and patent fuel 


35,433 

34,000 

3. Liquors 


1,10,65,350 

1,50,65,000 

4. Oiiium 


.3,367 

6,000 

5. Petroleum . . 


13,13,393 

85,00,000 

6. Silver bullion & coin 

• 

1,139 

.... 

7. Silver ware 

• • 

2,03,248 

2,00,000 

8. Sugar 


69,63,412 

1,. 35,00, 000 

9. Tobacco 


83,02,124 

90,00,000 

10 Articles of food and drink (exclud- 
ing sugar and vineger) . . 

57,30,6.36 

75,00,000 

11. Raw materials 

« • 

41,01,145 

57,82,000 

12. Manufactures 
(a) Cutlery & hardware . . 


48,80,774 

62,65.000 

(b) Metals other than iron & steel 

23,29,577 

70,00,000 

(^) Cotton manufacture . . 


3,78,73,633 

4,50,00,000 

(d) Yarn and Textiles 


58,29,934 

83,00,000 

(e) Other manufactures . . 


1,85,49,095 

2,35,00,000 

13. Miscellaneous Duty at 2|% 


34,34,382 

35,00,000 

14. Machinery. . 


11,61,717 

30,00,000 

15 . Metals iron & steel 


26,00,012 

52,10,000 

16. Railway stock 


4,60,210 

18,62,000 

17. Other articles 
(a) Hides and skins 



2,10,00,000 

(b) Jute 


2,14,15,946 

3,40,00,000 

(c) Rice 


1,11,13,234 

75,49,000 

(d) Tea 


43,85,798 

35,00,000 

18. Exports duty . . . . " 


.3,86,560 

4.00,000 

1 9. Sea Customs Miscellaneous 


8,36,395 

9,00,000 

20. Land Customs 


6,94,711 

6,50,000 

21. Cotton Excise 


1,38,17,033 

1,50,30,000 

22. Motor Spirit Excise 


32,73,693 

.39,51,000 

23 . Warehouse Rent . . 


6,67,623 

10 ,00,000 

* Total 


18,181,09,616 

25,51,45,000 


Owing to the brisk Import Trade in 1920 due to forced Exchange conditions 
the realised Customs Revenue for the first 9 months of the fiscal year amounted 
to Rs. 25 crores. 
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LXni. CRITIQUE OF INDIAN TARIFF POLICY. 


After the brief sketch of the evolution and present, condition of the Indian 
Tariff Policy ^ we shall now proceed to discuss the basis of that policy. For 
a proper understanding of oxir criticism, tlic following table is very instructive. 
It gives the principal imports into the Indian market in three columns, being the 
quinquennial averages of the pre-war and the war [icriod, and the last year of the 
war 1918-19, together .with the amount of revenue drawn from these sources for 
1913-11 and 1918-19. The comparison is ?? at quite free from objection in every 
respect, as the rise of prices materially affects the figures on the Import .side, while 
the changes in the tariffs made in 1916 and 1917 affect the revenue figurc-s. 


Allowing, however, for these factors the 


Articles 

Pre-War 

War 

Imports. 

Average 

Average 


1909-13-11. 

1914-19 


Rs. 

Rs. 

Cotton gooda . 

48,40,85,000 

47,43,31,000 

,,Yarn . . 

3,77,18,000 

4.94,79,000 

Sugar 

13,17,58.000 

14,17,48,000 

Iron and steel 

11,17,4\00 1 

9,61.00,000 

Railway 


' 

Plant and 



Stock 

6,10,94,000 

3,48,19,000 

Machinery & 



Building . . 

5,80,04,000 

5,76,52.000 

Silk 

3,94,54,000 

3,93.14,000 

Chemicals 



Drugs kc. 

2,12.73,000 

3.42,25,000 

Mineral oil . . 

3,72,03.000 

4,02,30,000 

. Liquors 

2,02,46,000 

2,36,64,000 

Hardwares . . 

3,17,04,000 

2,79,47,000 

Paper & Pa.ste 



Board 

1,27,07,000 

1 .96,48.000 

Sait , . 

79.16,000 

1,81,66,000 

Provisions . . 

2,05,10,000 

2,14,82,000 

Motor Cars & 



Cycles 

1,00,64,000 

1,11,45,000 


Total 


igurcs are si ill instructive. 


The last 

Revenue 

Revenue’’'' 

war vear 



1918-19 

1913-14 

1918-19 

Rs. 

Rs. 

Rs. 

51,68,85,000 

2,12,94,239 

3,85,00,000 

8.86,68,000 

for all manu 

1,76,50,000 

16-61,36,000 

factures Rs. 

1.76.60,000 

12,44,99,000 


26.50,000 

1,04,35,000 

1,.53,40,176 

5,00,000 

5,85,94,000 


1,20,00,000 

4,74,94,000' 

13,77.4 


4,21.96,000 

18,41,175 


3,51,32,000 

72,48,941 

12,000 

3,30,21,000 

1,2.3,68,484 

11,250 

3,22,83,000 

metals ' 

^Manufacture 


73,29,237, 


2,72,07,000 

silver 

1,91,00,000 

2,33,10,000 

99,24,99.3 


1,93,81,000 

Tobacco 

Tobacco 

38,89,000 

29,29,526 

81,75,000 

• . • ♦ 

9,36.01,836 

12,74,73,000 


* The total revenue shown above does not quite make up tlio total gross receipts of the Customs Depart- 
ment- A portion of Salt Kevenue consuls of Import Duty and so, too, a portion of the opium revenue wliich 
is collected in the shape of the transit duties. The following table shows tlu; addition which must be made 
to get the total revenue from Customs. Tliese make no dilTerence in the aspect of total revenue given etee 
wiien but they affect tlie ostensible total from the Customs Department. 

Year. Opium Salt Import 


pass fees. duty. 


its. ■ Its. 

1907 - 08 .. .. 93 , 07,200 1 , 40 , 16,500 

1908 - 09 .. .. 2 , 00 , 81,700 1 , 44 , 88,770 

1909 - 10 1 , 03 , 02,100 1 * 47 , 80.837 

1910 - 11 1 , 30,800 1 , 34 , 45,954 

1911 - 12 1 , 03 , 99,105 1 , 40 , 22,854 

1912 - 13 2 , 20 , 99.045 1 , 37 , 27,000 

1913 - 14 4 , 12,500 1 , 49 , 85,311 

1914 16 1 , 01 , 02,716 

1015 - 1<5 1 , 44 , 32,007 

1916-17 1 , 01 , 00,044 

1017-18 1 , 38 , 07,007 

1918 19 1 , 37 , 00,000 

1910-20 ., . 1 , 70 , 00.000 
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From tlie foregoing tables it would be clear that, -with the possible exceptions 
of sugar in recent years, the Indian Tariff is mainly a revenue tariff. Tinport duties 
are levied chiefly on those articles which are either not produced .at home in 
India, or which, being produced at home on the same lines as those imported from 
abroad, are taxed by means of a countervailing excise duty. 

Export duties are levied either because India has practically a producer’s mono 
poly of the taxed article (Jute), or because, though possessing no monopoly the 
demand for tlie article is so great as to make the tax fall partly on foreign customers'. 
Eaw materials for industry, and the necessary mechanical aids and equip- 
ments are either admitted free or taxed very lightly. In such a system it would 
be impossible to look for any but the financial motives in the tax adjustment, the 
various classification and definitions in the tariff schedules being only for purposes 
of administrative convenience. Speaking gcnerall}^ we may say that under the 
latest estimates, the manufactured articles pay 56% of the toful Import Duties 
while non-manufactures pa}' 44%. It must be admitted that judging from the 
trade figures this general policy, now prevailing for half a century roughl}*, has 
not proved so injinious to India as was once apprehended. There were, no 
doubt, strong nnd valid objections to the changes in the Tariff when they were 
introduced. The Indian Financial 'system was far too raucli strained by the 
Famines and the Afghan War in 1878 to justify the Government in relinquishing an 
important source of Eevenue such as tliat contributed by the Import duties on 
Cotton. Besides, the allegation of the protective character of the Indian Cotton 
Duties was without foTuidation, as the Indian Mills of that time were producing 
goods of much lower quality, while th.c Ijancashire Mills were specialising in much 
higher counts. There could be no protection 'where there was no competition. 
Leaving aside altogether the constitutional objection to such changes being carried 
out by the Viceroy by the exercise of his extraordinary power of veto, as also 
the more remote question of the relative position of the Viceroy and the Secretary 
of State, we may admit that the first general remission was open to grave objections 
on purely economic grounds. In 1894 the objections were even more severe. 
The financial strain and uncertainties were greater than in 1 878-9. The Indian Mills 
were particularly handicajDped by the closure of the Indian Mints and the conse- 
quent artificial rise Li exchange. The pressure from Lancashire rvas, if anything, 
more openly selfish. The imposition of the Excise duty to counteract the low Im- 
port Duties on cotton manufacture ■was more the outcome of a great jealousy than 
a vindication of the Free Trade Principles. But all these objections were essen- 
tially of a temporary character. They were no doubt fatal to the particular case 
against -which they were urged. But they did not affect the main question at issue 
between Free Trade and Protection. The 'Fact that the industry around which 
there was the greatest controversy has, notwithstanding this handicap from a 
protectionist stand point, made during the period a continuous progress supports 
the contention of those who believed that the conditions of Free competition are 
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tlie healthiest for Industrial growth * We have reason to believe that an industij 
which withstood such competition must really be good and suitable. The Indian 
cotton Mills are now producing superior cotton goods, which formerly they did 
uot, even in spite of free competition with the English goods. 

The following figures show the growth of the cotton mill industry in India: — 


The Textile Industry. 


Year 

No. of 

No. of 

No. of . 

A.verage 

Approximate quantitv 

Ending 

Mills. 

spindles 

Looms. , 

No. of - 



30th 




hands 

Cwts. 

Bales of 

June. 



employed 


392 Lbs. 





daiK^ 



1898 

185 

40,259,720 

‘38,013 

‘148,964 

5,184,648 

1,481,328 

1899 

188 

4,728,333 

39,069 

‘162,108 

5,863,165 

1,675,190 

1900 

193 

4,945,783 

‘40,124 

‘161,189 

5,086,732 

1,453,352 

1901 

193 

5,006,936 

‘41,180 

‘172,883 

4,731,090 

1,351,740 

1902 

192 

5,006,965 

42,584 

181,031 

6,177,633 

1,765,038 

1903 

. 192 

5,043,297 

44,092 

181,399 

6,087,690 

1,739,340 

1901 

191 

5,]18,]2] 

45,337 

184,779 

6,106,681 

1,744,766 

1905 

197 

5,163,486 

60,139 

195,277 

6,577,364 

1,879,244 

1906 

217 

5,279,595 

52,668 

208,616 

7,082,306 

2,023,516 

1917 

221 

5,333,275 

68,436 

205,695 

6,930,595 

1,980,170 

1908 

241 

5,756,020 

67,920 

221,195 

' 6,970,250 

1,991,500 

1909 

259 

6,053,231 

76,898 

236,924 

7,381,500 

2,109,000 

1910 

263 

61,095,671 

82,735 

233,624 

6,772,535 

1,093,501 

191] 

263 

6,367,460 

85,352 

236,649 

6,670,531 

1,905,866 

1912 

268 

6,463,929 ' 

88,951 

243,637 

7,175,347 

2,050,102 

1913 

262 

6,596,862 

94,136 

253,786 

7,336,056 

3,096,016 

1911 

271 

6,778,895 

104,179 

160,276 

7,500,961 

2,143,126 

1915 

272 

6,848,744 

108,009 

162,346 

7,359,212 

2,102,632 

1916 

266 

6,839,877 

110,0268 

274,361 

7,692,013 

2,197,718 

, 1917 

263 

6,738,697 

114,621 

276,771 

, 7,693,573 

2,198,164 

1918 


Year ending 

31st Augikst. 




The Table below shows 
(In crores of rupees.) 


Quinquennial. 


Average. 

Imports. 

Exports. 

1864-05 to 1808-69 

31.70 

55.86 

1869-70 to 1873-74 

33.04 

50.25 

1874-75 to 1878-79 

38.36 

60.32 

1879-80 to 1883-84 

50.16 

79.08 

1884-85 to 1888-89 

61.51 

88.64 

1889-90 to 1893-94 

70.78 

104.99 

1894-95 to 1898-99 

73.67 

107.53 

1899-00 to 1903-04 

84.68 

124.98 

1904-05 

104.41 

157.72 

1905-00 

112.11 

101.84 

1906-07 

117.29 

177.03 

1907-08 

136.65 

177.48 

1908-09 

128.79 

153.14 

1909-10 

122.65 

187.98 

. 1910-11 

133.70 

209.96 

1911-12 

144.05 

227.99 

1912-13 

106.63 

246.22 

1913-14 

198.31 

249.71 

1914-15 ‘ 

144.93 

182.12 

. 1915-16 

138.17 

199.45 

1916-17 

160.24 

247.31 

1917-18 

164.30 

244.90 

■ 1918-19 

188.66 

265.23 


the gron-th of India’s trade in merchandise only— e.xcluding treasure. 


Taking the period betTfeen 1874-10 W wp find hho t.. « * 

to £7.758 million or 300 per cent ih the last 
revenue has increased much moie rapidly • but 
figures are vitiated by a dlsproportionatl rise in prices 



264 

That production in the Indian Mills is increasing and that they are nrochianor 
superior quality in shows b}’’ the following table. 


Year. 

Yarn in 

thousands 


Woven goods in 
thousands of 

• 

of pounds. 


pounds 

t 

1900-01 

281,609 

71,364 

252,974 

98,748 

1901-02 

486,479 ' 

86,459 

572,938 

119,651 

1902-03 

476,559 

99,135, 

575,694 

122,576 

1903-04 

474,509 

104,260 

578,759 

138,044 

1904-05 

464,621 

114,360 

778,381 

158,747 

1905-06 

558,393 

122,526 

680,919 

163,880 

1906-07 

519,008 

134,692 

653,700 

165,768 

1907-08 

419,108 

148,187 

638,295 

189,052 

1908-09 

506,728 

150,857 

657,585 

192,365 

1909-10 

461,530 

131,677 

598,207 

215,361 

1910-11 


« . 

577,000 

226,000 

191M2 

« , 

. * 

591,000 

260,000 

1912-13 

506,395 

182.077 

688,473 

285,49.1 

1913-11 

492,692 . 

119,085 

482,777 

274,388 

1914-15 

474,264 

177.639 

651,903 

277,066 

1915-16 

531.494 

190,930 

722,424 

352,254 

1916-17 

480,614 

200,493 

681,160 

377,728 

1917-18 

446,453 

214,122 

616,595 

381,404 


The production oi woven goods has increased from less than 100.000 pounds 
to nearly 100,000 or by 400 %. The spinning of yarn over 20s. increased from 71 
million pounds to 214 million pounds or by 300 per cent.; counts below 20s. do 
not show the same increase. 

In other directions also the policy caimot be summarily declared to have been 
ruinous to Indian industry and trade. It is true tlie new industries — lilce those of 
iron aiJsS .steel, hydro-electric power suppljq leather manufactures etc. — have been 
only recently established. Their present successful appearance is largely due to 
the artificial protection they received dming the war owing to the dislocation 
of similar industries elsewhere as well as to tlie freight difficulties. Nevertheless 
they seem already to have attained a position in which they might confidently 
expect to supply the portion of the Indian demand that has fallen to their share 
during' the war. The task of restoration and fa-equipment of industry in the devas- 
tated rations of France, Germany, Italy, Belgimn, Austria and Eussia is lilcely to 
demand the fullest use of the productive capacities of the world at its Jiighest. India 
jieed fear no competition in her own market in her recently established industries 



for some time The fiscal policy may, therefore, be said not quite without afiy 
reason, to be a secondary factor in determining the industrial prosperity of India- 
But the strongest plea of the Free Trade in India is that of cheapness- Given 
the almost incredible poverty of tbe Indian people, the policy which claims 
cheapness to the consumer as its guiding maxim cannot but command a most 
respectful attention from ever)’’ one who claims to have the interests of the masses 
at heart- It may be open to doubt if the rulers of India were genuinely desirous 
of keeping the interests of the masses exclusively before them in all their 
vascillations in fiscal policy; but it is certain that in the next generation the popular 
party in India, assuming India to become a self-governing democracy, will have to 
reckon with this argument. The buUc of Indian Imports have, until recently, 
been either such as could not be produced in India at all or at too great a cost. 
Protection to such manufactures in the shape of high Import duties cannot but 
add to the price which the consumer would have to pay. f 

To the extent that the wealth of the people^ grows and their powers of 
consumption imurove the revenue from this source also grows-thus manifesting an 
additional advantage i<s elasticitv. Its cost of collection is, as shown elsewhere 
quite insignificant when compared to the magnitude of the revenue obtained* 
Finally the lurking distrust of the motives of the English Government in 
manipulating the Indian Fiscal policy to suit the English interests accounts for 
the strength of the Fres Trade position in India. 

The case for Free Trade in India is thus complete. We have, in the foregoing 
exposition, taken no account of the purely financial side of the question, though, 
it must be observed, that a source of revenue bringing in about 20 crores a year 
cannot be bandoned by the Government of India under any probable circumstance, 
articles selected for taxation are mainly those of common consumption so that 
quit, a small list briiigs in the largest amount of revenue. 


’•= The present high prices are e.xpected by many to be injurious to new production started on calculations 
made on the basis ot present prices when the inevitable depression sets in. Whether or not there is such 
a regular cycle of the trade depressions and booms, it may be said, that apart from currency policies, the 
need of restoring the damage done by war and the gap loft in the world production would for some time 
keep up the worid prices. The Amei'ican war in the sixties closed in 1864 and yet the Trade depression did 
not assert itself till 1873 all over the world. This last war has affected almost every important country, 
and the duration of the high prices, other factors excluded, may quite possibly continue for another decade 
at least. On the other hand the exchange situation due to currency manipulation is causing and must con- 
tinue to cause serious anxiety; and prevent that briskness of international trade which alone can keep up 
prices. Countries, like tlie U. 8. A. and India have much to export, but not so much to import, unless they 
are well paid and properly. In the absence ot uny satisfactory system of international credit, the revival of 
industry in the ruined regions will be exceedingly difficult. Tlie Brussels Conference gave rb-e to the Ter 
Sleulen scheme which has not yet been universally adopted. Meanwhile depression has set in in the United 
Kingdom with its inevitable sequence of unemployment. Business stagnation has been kept oft in India, 
if at all, by the activities of a few high placed, hardy speculators. 

t Speaking on a motion for the abollsition of the countervailing Excise duty on Indian cotton in the 

Imperial Legislative Counell on the 9th ot March 1911 the late 3Ir. O. K. Gokhale expressed himself on the 
general question of Free-Trade V/S protection in India aS follows Brrt, Sir, situated as India is, I fear 
there Is no likelihood of that kind of protection being available to us, and It is my cclibcratc conviction 
that in our present circumstances a policy of free trade reasonably applied is afterall the safest policy 
for us Until at any rate we grow so in our influence and our “ position in this council that the Govern- 

ment ■u’ill think it necessary to accept and act on our views, I really think that on the whole a policy of free 
trade reasonably appiied is the satest policy for this cormtry; otherwise influential interests, influential 
combinations, influential parties in England, who can have a ready access to the Secretayr of State,. . will 
not fail to take the fullest advantage of the situation ; and this huge engine of protection which a vast power 
can employ not m the interests of tjhe people of India but in the interests of those parties” The present 
Indian non-offlcial attitude on the question of Imperial Preference reflects from bitter experience, the same 
distrust of English selfishness 
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triiis, /:o\vever, is only one side of the case. The advocate of protection does 
not deny the growth of Indian trade and industry under tlie regime of Free Trade, 
He only maintains that the character of our foreign trade could have been diffcreni,. 
and the growth of industry more diversified and much caclier, had scientific protec- 
tion been applied to Indian industry at a much earlier date. The diversity of 
climaric conditions, the richness of physical resnurccs, the abundance of labour 
make it absurd to dogmatise empirically about the unsuitability d an industr„v m 
this country. The idea of the protectionist is t,hat thank.s to the prevailing 
.oolicy, our resources are yet unknown, ouv capital unattracled, our labour force 
iintraincd, unintelligent, irregular and inefficient. The difficultie.s, tlicrcfoie, 
which Indian enterpri.se meets with whenever it pioneers new indu.stry mii.st neces- 
sarily be immense, though temporary. And it is only to overcome thc.se temporary 
difficulties that proper protection to nascent industries is desirable. On apriori 
grounds, there is no reason to apprcliend any disast’-ons efiects in a policy of 
sustained, scientific protection merely owing to a rise in prices, .since the difficulties 
cau-sed bv that force will be coiintoracted by a more varied employment with better 
wages. I There may, indeed, be a temporary divergence between wages and price 
and a corresponding luiserv ol the working ch'is.sos. But the walchlul might 
of the state in a government resting on popular support might be trusted to .see that 
the benefit of protection is not e.vclu.sively reaped by tlio capitalist class atone. 
Industries mai^ have to be regulated Jiud prices controlled to avoid the ri.sks which 
may possibly arise from a policy of protection. Entirely new industries may oven 
be found profitable to be condiiclcfl by the pnliiic agency J And if tlie.se 
palliatives do not suffice to overcome llit temporary hardsliip it may franlcly 
be admiitted as a necesriary cost for the industrial education of the country. 
Gifted as India is by nature, she can afiord to defy the bogie of retaliation, as there 
is hardly anything she cannot produce lierscH, at least to supjjh- lier own domestic 
market, vVud that market is .so vast that lor an industry with any chance of 
existence there would be no fear of a dead failure even if the indu.stry lias to be 
confined to the Indian market. § On a general mview, therefore, of the most 
mportant factors affecting the Customs policy of India, we cannot iielp concludim^ 
that there is at least as much to be said for the policy of protection as for that cf 
Free Trade in India. 


- In his I’lniincml M'ecuh for 1S78-70 the vetcr.m Free Trador air J. Strachuy obsurved' “India 
by the e.\tont and lavourable conditions of Us territory is cajiablo ol jirodiit-ing almost every article rcouired 
for the use ot man To him, however, tliis was an additional rea.son for ITccdom ot Trade ' “ Here 



opium. Government is not stranger to tlie conduct of great industry, e. g., the railways and 

oiaile.a?ofseSrcieney'''wit{u,ufg;i^.l";:n^ f, to the 

it is worth against the bogie of retaliatiou tariff Warf^ ^ ’ ^ ^ 
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COMING NEXT TO DETAILS, THE FOLLOWING TABLE SHOWS THE 
PRINCIPLE ARTICLES OF IMPORTS. 


Articles of Imports. 

Figures 

1914-15. 1915-16. 

are in crores of rupees. 

7916-17. 

7918-19 

Cotton : raw . . 


.30 

.10 

.22 

1.20 

Cotton manufacture cl. . 


, 49.0 

43.27 

53.6 

60.56 

IMelals ; Iron & steel . . 


9.76 

9.49 

8.88 

12.45 

), Tin, Brass, Copper , . 


1 .41 

.54 

.25 

.68 

Others 


.62 

.67 

.67 

7.32 

Sugar . . 


10.52 

16.62 

75.45 

75.61 

Machineiy, etc. 


6.04 

4.78 

5.45 

5.00 

Silk 


3.09 

3.84 

3.95 

4.75 

Oils mineral 


4.41 

4.1 

4.43 

3.61 

., Vegetable . . 


.10 

.8 

.8 

.4 

,, Total 


4.68 

4.25 

4.63 

3.72 

Liquors . . 


1.87 

1.87 

2.33 

3.30 

Hardware 


2.56 

2.38 

3.71 

3.21 

Paper & Pasteboards. . 


1.32 

1.44 

2.33 

2.72 

Chemicals 


1.02 

1.46 

1.88 

2.50 

Spices 


1.72 

1.87 

1.94 

2.41 

Salt 


.74 

1.90 

1.91 

2.33 

Wool ; raw 


.16 

.23 

.25 

.74 

„ manufactured . . 


1.88 

.96 

.97 

■ 2.17 

Instruments . . 


1.33 

1.30 

7.76 

2.16 

Tobacco 


.72 

.80 

1.25 

2.14 

Provisions 


2.11 

2.17 

2.81 

1 .94 

Apparel 

. . 

1.07 

1.39 

1.68 

1.83 

Matches 


1.13 

1.38 

1.16 

1 .64 

Drugs and Medicines 


1.03 

1.23 

1.39 

1.47 

Paints 


.75 

.81 

1.15 

1.27 

Glassware 


.96 

1.06 

1.50 

7.24 

Eubber 


.57 

.91 

.98 

1.24 

Eailwa}" plant 


70.08 

4.21 

1.56 

7.04 

Soap 


.82 

.84 

1.00 

1.00 
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THE FOLLOWING TABLE SHOWS THE PRINCIPLE ARTICLES OF 
EXPORTS IN THE FIVE WAR YEARS 
Figures arc in crores of Rupees. 


Articles of Export. 

19] 4-1 5. 

1915-16. 

1916-17. 1918-19. 

Raw, Jute . , 

12.91 

15.64 

16.28 

12.72 

Manufactured Jute . . 

26.81 

37.97 

41.67 

52.65 

Raw cotton 

33.48 

24.93 

36.10 

31.00 

Manufactured cotton 

8.01 

9.61 

13.64 

14.10 

Grain . . 

29.04 

29.07 

35.21 

40.07 

Tea 

15.52 

20.00 

16.77 

17.77 

Seeds . . 

14.65 

10.12 

16.65 

11.21 

Leather 

4.75 

5.64 

9.59 

9.70 

Hides and skins 

7.81 

9.79 

14.42 

9.34 

Wool ; raw 

2.37 

3.79 

3.85 

5.39 

„ manufactured . . 

.17 

.24 

.31 

.70 

Oils 

1.05 

1.22 

1.52 

3.51 

Opium . . 

1.76 

1 .47 

2.09 

3.12 

Lac 

1.60 

1.72 

2.80 

2.95 

Ores 

1.06 

1.39 

2.38. 

2.56 

Rubber 

.93 

1.27 

1.68 

2.50 

Dyeing materials 

1.61 

■3.13 

3.03 

2.05 

Hemp . . 

.99 

1.02 

1.61 

1.46 

Cofiee . . 

1,65 

.99 

1.07 

1.19 

Paraffin Wax . . 

.82 

.81 

1.01 

1.11 

Spices . , 

.95 

.93 

1.09 

1.09 

Tobacco 

.36 

.44 

.53 

.96 

Silk raw & manufactured 

.15 

.27 

.54 

.78 

Provisions 

.45 

.52 

.71 

.62 

Manures 

. . .66 

.44 

.56 

.61 

Metals , . 

.53 

.79 

1.33 

.60 


Translating these figures into more intelligible language we find that , India, 
in the two principal industries of cotton and jute shows the foIloAving position : 
(Average for the war years). 



Import of 

Export of 

Export of 

Total 


Manufactures 

Manufactures 

Raw Material 

production of 


Crores. 

Crores. 

Crores. 

Raw Material. 


Rs. 

Rs. 

Rs. 

Rs. 

Cotton 

45.00 

12.00 

33.00 

5,000,000 

-Jute 

.36 

40.00 

13.00 

8,600,000 


More than one-third or the total cotton (raw) produced in tlie country, 
and over 50% of the jute (raw) is exported. If it be assumed that all 



269 

our own raw material, wliicli is now exported, should at least be manufactmed 
the country, we would find that there is considerable room for the expansion. 
The total value of the cotton, if manufactured in India, ought to exceed Es. TOO 
crores. The only means of assuring the full supply of raw^ materials to the 
Indian hlills is a tax on the export of these materials in the raw conditions.* if 
in addition there is much higher^ — or at least an equal duty on the manufactures 
imported, India ought to supply her own market in cotton, and obtain the bulk 
of the world trade in Jute manufactures. The extension of the two industries sliould 
be brought about b}' these duties would sufficiently increase employment aid wages 
to render the probably increase in the prices of manufactured commodity refatively 
unimportant. The only danger from such a policy of taxing the Exports of raw- 
materials would be its injurious effects on the cultivator and possibly the diminu 
tion in the supply of these materials. But cultivation of these crops has gone 
too far for a duty of TO % to 20 % to affect substantially the out-turn, t At the 
worst we would have to evolve some means of price guarantee which would 
prevent the cultivator being injuriously affected. 


Our mineral resources in respect of coal, iron and other ores are yet not fully 
known or miderstood. The great imports of iron and steel goods including 
machinery, cannot quite advisably be taxed very high until we are assured of suffi- 
cient total supply of the necessary raw material. But the- possibilities of these 
industries hinted at by the Industrial Commission Report J would not allo\wus to 
ignore the claims of all metallm-gical and mineral industries to protection. They 
are the key industries which every nation must strain every nerve to establish 
within the countr}-. We think the best form of protection to these industries 
would be a certain assurance of market, e.g., by means of government purchases 
up to a specified quantity and at a slightly higher price. 


* The arguments against an Export duty are much too dear to bo ignored. But they apply more to the 
export of foodstuffs than to the Export of lta-\v materials for industry. That such taxation might quite 
possibly result in the conservation of the resources of Industry is evidence from the fact that the Bri- 
tish Government’s Oommittee appointed to consider the problem of post--n’ar industrial and commercial 
policv has seriously made such a suggestion involving a scheme of Imperial Preference for raw materials 
Between the two alternatives of a prohibition of e.xports or exports under a system of licenses and export 
duties, the latter is sure to be preferred in India by the Indian public opinion, since while under 
former there would always be a suspicion of partiality to the members of the empire to the prejudice 
of Indian producer, under the latter competition would not permit any such suspicion. Besides a grow- 
ing proportion of our cotton and jute exports is to non-British coimtries; the duty therefore -would have 
to be paid by those countries. In the erase of jute there can be no doubt of the financial wisdom of an 
export duty, both of manufactures and raw material, as the experience of the last 4 years shows, a 
doubling of the present duty would probably and in adding to the revenues about five crores or more 
until a commercially good substitute for jute has been discovered. 

t The case of an Import Duty on cotton is not quite so simple, or strong as that of jute. Out of a totai 
average annual production oi 25 million bales, the Dnited States of America produce 15 millions and India 
produces 5 million, roughly speaking. But the domestic consumption of the United States of America lias 
increased from 33 % of their crop in 1890-5 to nearly 00 % of tlieir crop m 1915-10. Tliere is, therefore 
bound to be a steady demand for the Indian Cotton. Xlie greatest consumer of this cotton is Japan 70 
of our total export of raw-materials were consigned to Japan. As Jap.an is specialising in cotton wiiicli is 
probably an Indian monopoly lor all practical piuposes as far as Japan is concerned, there is every reason to 
believe that the export duty of 10 %.or so can be easily borne by Japan and any other customer. If tlie 
Excise Duty on Indian Cotton goods is abolislied the difference in revenue, assuming the duty on Imported 
cotton manufacturers to be raised to 10 %, would be an approximate increase of 3-5 crores net. Tlie an- 
jtprehensions about an increase of price of the manuiactured cotton articles can be met by a svsteni of 
sharply graduated tax on the Cotton Mill Companies, a mmimum oi 10 % profits exempted. Even if the price 
is raised to the full extent of the import duty the increased revenue might be employed to give tax remissions 
in otlier directions, or undertaking other productive expenditure. 

Price "uarantee for tlie benefit the raw material . producer ■ would be dilficult unless Government 
undertakes a system of wholesale manufacture or encourage co-operative enterprise to take up large scale' 
manufacturer. 

$ See Industrial Commission Beport para 55-59. 
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The case for protection of the sugar industry stands on a different footing. 
The imports into India, notwithstanding tlie very high extent of the area occupied 
by the sugar crop in India, have been stimulated by foreign governments by 
bounties on sugar, as well as b}^ the backwardness of the sugar industry in India. 
We would, therefore, suggest that the present duty on imported sugar be doubled 
and a domestic sugar industry .should be encouraged by every means possible. * 

But the strongest case of government intervention and protection is perhaps 
in tlie case of forests, and the industries connected' with or dependent iipon them. 
TJie imports of Timber, and wood, rubber, gums and resins, paper and paste board 
amounted to nearly 10 crores in the last year for which figures are available. There 
is every reason to believe that our Indian forests are capable of yielding all this 
material and more. A systematic inve.siigation of our resources in this respect 
and their exploitation would be hastened by the imposition of a 10 %, duty on 
these and cognate articles on import, t 


The same may also be said of hides and .skins. We import about 19 lacs 
of raw hides and skins and 30 lacs worth of dressed liides and .skins, 
against which we export about 20 crores worth of raw hides and skins as well a 
dressed. This suggests considerable scope for our boot and shoo, saddlei'y and 
leather trades. An export duty on hides and skins (raw) of 10 %, coupled' 
with a 2ij % import duty on all saddlery, boots and shoes • and leather goods 
will bring about tlie ideal to be aimed at that we should manufactm'c fully at 
least our' own raw material. Raw hides would of course be exempt from taxa- 
tion. 

Of oil seeds we export about 27 crores out of a total crop of 36 crores. The 
oil pressing industry would benefit and the inanufacture of oils increase in propor- 
tion, if, by an export duty of 20% on the oil seeds, the material is assured for the 
Home market. We need not sugge-st the same course with regard to grain crops 
as, in their case, Mr. Datta's arguments against the export duties will aj) 2 )ly in full 
force. J 


* Says the Industrial Commission, para 89 “ 'I'lie universal adoption of Power plants for cane crushing 
would cost about 30 crores of rupees. This cxpcnditvire would be justified by tlie consectuent reduction 
of the present cost of canc crushing and by the increased yield of sugar Another 50 crore.s is estimated 
as necessary outlay for water lifting apparatus to supply adequate water to sugarcane. The total cost of 
80 crores at 5 % would moan a bin den of -I crores more than set off by the increase in customs dues and 
Income Tax as suggested plsewherc . 

t The Indian forests and the connected industries including paper niahing would moan an additional 
capital demand of Its. 75 crores including Forests comimmlcations and wood distillation. 

f In his report (1913) on tlie enquiry into tlie recent rise of prices in India, Mr. K. L. Diitta thus speak 
of tlie export dutie.s on food stuffs ; “ A study ol these figures sliows that the percentage of exports to the 
total production is ordinaiily very small and that in years of famine, it dwindles to a still smaller figurs 
indeed. Tliiis in 1897-8 it was 8fi. in 1900-01, and in 1908-9 it was 1.01, while in exceptionally favourable 
years it does not rise much above 4 %. It ivas only in two ycar.s out of tlie long period from 1891-2 to 
1911-12 that the food supidy in India actually fell short of requirements, and Iiacl to bo supplemented by 
importing more from outside tlian was exported from out of tlic coimto'. This was probably the cfl’cct of the 
export of a considerable quantity of tlie finer kinds of food grains to tlie immense benefit of fhe inoducers 
requirements of those who could not afford the finer stuffs were met in their interests by the import of cheajier 
Icinds of grains from Burma b and other countries^ His whole agrument supports tlie case of no export duties 
on foodstuff's ; the relatively small pro]iortion of exports to total iiroduction, the possibility of favourable 
exchange, tlie steadying inlliience of exports on price levels, f.lie encouragement to production and tlie creation 
of a reserve, ail applied to food grains, and not to the raw material for wliicli wo have jiroposed export duties. 

Tills calculation was made in my University, Extension Lectures on Indian Industries and Commerce 
(1919) impublisliod. The basis of the calculation was briefly this —Finding out Hie actual capital 
invested in an industry, tlic number of mills, ot, establishments in that industrj% the work 
tiu’iied out and the possibilities of extensions. Dividing one (capital) by two (factories) we get the 
average capital per factory, multiplying tins average by possibility of extension we get the total 
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Summing up the cliangos propo?c<.l here wo come to the follo'.vinu in 

the Customs llevenue of the Covernmenl of India. It will be notieed that (he 
fiuancial aspects is In' no means discouraging, as liio changes proposed are 
not so high as to stop the trade in liie taxed article altogether. 1 he 
duties on the export of raw materials would have to be increased in jnoportion 

as the Local manufacture ol tlic .sale develop.s an.; ab.sorbs more and more of tlu' 

local material. Tlie full development of these manufactures, would, judging from 
the present conditions, be more than .suHicieiu for the Indian mnrlcet.^. But t]i(> 
ndustries thus developed will not .starve for want of market, as they are immense 
possibilities for the expairsion of Inland trade and that with the neigiibouring 
countries of Africa and Asia. Tlie only dillicnlty in such a jirogramme would be llie 
absence of capital. It was once calculated that at lea.st (jOU crores of now 
capital investment would be noce.ssary to bring np the development of our 
industries, commerce, and communications to the desired level. If this capital 
Would be obtained and could be applied properly, (lierc would be no dilliculty 
in accomplishing the industrial development tu the full extent tliat with our 
present knowledge the country seems ripe for. 


Contd. from previous jiafie 

K.S. 

Cotton . . . . '-0 Crores 

Jute 2U „ 

Silk m 

llubber. paper wood distillation, 
cabinet making, timber 
Tea 


Minerals: Iron, Zinc, 

copper. 

Coal . . 

. 50 

Power 

. 25 ., 

Banks dc. Insurances 

50 ,, 

Hoads . . 

. 50 ,. 

Ship building 

■ fioo ,, 

Camials 

.50 ,, 


Total 

Agricultural Land 
improvement. . 


caiiital that may be rcciuircil in tliat indu.-fry. ]{y tliis calculation I 
found tiie marginally noted ca)>ltal need'- in tiic cliicj diredioris in 
wliicli extension is possililc. J'he six lumdred crores reiiuirod iiy Industry, 
or 1001) crores additional capifnt nceilcd by agriculture and’ commerce 
combined, sliould not be left to be. provided by private ciileijjri'C, but 
(.") Crores. .slionld bo olitaincd on tlie credit of tlie Uoverment .am) workeci on cuoper- 
tive princiijle by associations of pioducers ot raw luaterial.'., or, ns in 
tlie ca.se of big railway project or slilp Inillding enfe.TiriM-, wlieie a'-«o(la- 
tions of workers cannot quite be expected to work tliem.'-elve', on the 
collective princiide directed by the l.'overiuuent. It would be a giavc 
mistake, whicli would intensify nascent industrial unrest in India, if 
tlie Uoverniiient leaves even new industries like ship huildiug to inivafe 
caiaUalist.s. Since 10 IS, tliero has been a \ery gieat outburst oi C’oiii- 
-pany promotion. 


000 Crores. 


000 


Formation for Industrial puriioses iii the country; and looking at tiic Iiaru llgures one miciit almost sav 
that the necessary capital i.s fortlicoming. lliil tliero is scribiis reason to fear that the lloatations ot l'iIO--’'o 
arc not all genuine and will not all prove profitable. 
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if we impose 10 % or lo % export duty, which would, under any estimate, 
yield about 35 % of the total Customs Bevenue. On the other hand the increase 
in import duties is not likely to be absolutely prohibitive to the foreign importer^ 
at the same time that a combination of materials and duties would suffice to give an 
effective proctection to our industries. It must, however, be added, even at the 
risk of some wearisome repetition, that these changes would serve their j)urpose 
only if active efforts are made to develop the industries thus sought to be protected 
in the right direction. Otherwise there would be no justification for these changes. 
The increase of Bevenue under the proposed changes may well be absorbed by the 
increased biuden of debt, involved necessarily in capital borrowed for industrial 
extension, though, reasonably speaking, the increase shown above is very moderate, 
and ma}'’ be confidently expected to turn out in the end to be much greater. On 
the other hand such a systematic policy of scientific protection will not be justi- 
fiable if it in any way omits to safeguard the interests of the consumers, if it fail 
to prevent or control the evolution of the Trust and the development of monopoly 
if it refuses to reepneile the needs of the workers with the demands of the 
capitalists. 


LXIV. IMPERIAL PREFERENCE IN INDIA. 

The only remaining problem that must be examined in this brief sketch of the 
Indian Customs policy is the recent proposal for a scheme of Imperial preference. 
Ever since the famous Coup de Theatre by the late Mr. J oseph Chamberlain in the 
summer of 1903, a growing school of English politicians, warned by the rapid 
strides of Gennany and the U. S. A. in industrial development, has preached a 
modification of the fashionable doctrine of universal free trade. If the idea 
of complete freedom of trade cannot be achieved owing to the fiscal policy adopted 
by most countries in the world, the English statesmen of this school thought that 
they could at least have freedom of trade Avithin the empire; or, since the self- 
governing colonies could not admit of absolute freedom, such a co-operative, 
sympathetic manipulation of the tariff in aU the parts of the British Empire as to 
bring the trade riA’-als of England to heel within a short time by the exertion of the 
powerful economic measine. Alternatively the}'’ thought of making the British 
Empire as far as may be self-sufficient. This school Avas for a AAffiile discredited 
OAAung to other more ’urgent problems at home. But the last War has created new 
incentives. The memory of war hates stiff continues. And it is an open secret 
that the allies aaIII try and exclude Germany, if they can, from the Avorld trade. The 
allies, as much as Germany, need the Buav Materials to rencAV their old industries. 
The allies, as much as Germany, need to make good the Avastage of Avar, to recons- 
truct their diverted or depreciated plant, to rehabilitate altogether their industry; 
The supplies of raAv material are limited — as also the markets for European manufac- 
tures. Under these circumstances, aa'c need not be surprised if A\^e find a keen 
desire for reserving to ourselves and our friends such supplies as are Avithin one’s 
oAvn control. Hence recrudes cence of the new idea of Imperial Preference 

35 
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wliich, iiowever, cannot materialise in the British Empire exceirt with the consent 
of tlie component parts, or such of them as enjoy fiscal, autonomy. 

No definite scheme of Imperial Preference has yet heen evolved. We 
an, therefore, discuss the question only in the abstract. Speaking generally the 
interests involved in any proposal for Imperial preference within the limits of 
the British Empire are likely to be s') antagonistic as to render any uniform 
manipulation of the Imperial Tariffs almost impossible. The consciousness of 
a divergence of interests, the suspicion ‘not quite without foundation, of ulterior 
motives; the growting strength of local patriotism Avill all combine to aid the self- 
governing dominions in offering a stiff resistence to any likely scheme of preference. 
And the opposition would be all the greater if the problem is to be considered for 
the allied — and not from the merely British Imperial standpoint. A’ustralia has 
no desire to see her markets invaded by Japan an}’- more than India has. The 
rivah’y of Japan and the overwhelming might of the .United States are far more 
to be dreaded in the next generation by those members of the British Empire 
who. by their situation, or by present trade connections, are likely to be exposed 
most to such competition than any fears of competition from a demoralised and 
crippled Germany. 

The problem of Imperial Preference seems thus to be of little more than 
academical interest, but for the recent significant changes in the Customs policy 
of the United Kingdom and the pronouncement of her leading statesmen. The 
issue may at any time become a real, living, burning contraversy. We would not 
therefore, be importing any irrelevent discussion into our,’, thesis if w'e briefly glance 
at tlie possibilities of Imperial Preference as applied to India — particularly as 
there have been considerable discussions on the subject in the Indian Imperial 
Legislative Council.^' 


The hisory of Imperial Preference in this country may be said to date 
from U)03, when the then Secretary of State requested the Government 
of India to consider the question. The vicAvs of the Government of India, embodi- 
ed in their despatch of the 22nd October 1 903, were necessarily a little vague since 
they had no definite scheme before them on which to pronounce. They were unani- 
mous in finding the proposals for Imperial Preference in India unsuitable to this 


. Indian Goveinniout made a fii'St attempt at Imperial Preference In 1919— in respect of liides and 

skins and dye studs. Hmli duties were imposed on tlie imports of those articles in the first instance, but a 
rebate maj be allowed if it could be shown that the imports were from tlie British Empire. Tliis really 
^ dealers in those goods at the expense of India, The dye stuffs for 
froin Germany by British merchants into Eng and in tlie first instance and then re- 
<-lear bounty of 10 % to the Englisli merchant. Tliere has recently been 
lurtlier discusaion (lebruap- 1920) of the general iiroblem witli a view to investigate the possibilities' of a 
counSl^'^^^^*''^ scheme ot Impeiial preterence,, strongly opposed by the non-offlclal Indian members of the 
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country. The trade of India they urged was so distributed as to be in very great 

proportion as regards imports from the British 


Imports. 

Amount 

P. C. 

Erom U. K 

From U. K 

From Br. Europe 

From foreigner 

£. 

34.849.000 
4,995,000 

12.681.000 

66% 

8.5% 

25.50% 

Exports 

Amount 

P. C. 

To U. K. 

To U. K 

To the other British 
Empire 

To toreigners . . 

£. 

21.165.000 

28.061.000 
44,694,000 

25.6% 

21.4% 

53.0% 


exports to the United Kingdom and the British 


modification of these figures, owing to the fact 
that a good deal of the exports to Hongkong 
and the Straits — included under other British 
possessions — was eventually meant for 
China and Japan, the total of our export 
trade with foreign countries would amount to 61 % of our entire Export Trade. 
Any scheme of Imperial Preference which allows India to tax all imports, only with 
a preference to those obtained from the British Empire — would be objected to by 
the British manufacturers * And without such a permission the Indian 
people would entertain very great suspicions of the bonafides of any scheme of 
Imperial Preference. The situation has no doubt altered, during the intervening 
period; but the alterations have only ended in intensifying the situation. Our im- 
ports still are mainly manufactures, which, there is every reason to believe. 

India can, given suitable conditions, develop at 
home. Our exports consist largely even now of 
raw materials and foodstuffs, which it is the 
interest of the countries to which we export 
tliem to receive them without let or hindrence. 
In the period before the War the bulk of 
Indian exports were received by countries 
with the most intense Protectionist pglicy 
either free or charged only revenue duties, f Even, as in- cotton, where 
India does not eirjoy a Producers’ monopoly, the condition of production as 
well as the world demand of such commodities are so favourable to India, 
that she can scarcely expect any beneficient change in her volume or direction 


Imports 1918-19 

Amount. 

P. c. 

From U. K 

, 51,338,000 

46% 

From British 
possoasions 

13,320,000 

12% 

From foreigneib 

48,031,000 

42% 

ToU.k 

To British possessions 

48„280,000 

28% 

40,057,000 

24% 

To foreign countries 
with modifications 

80,899,000 

53% 


* “ Tlio net result is that Indian Exports to a value exceeding 38 millions sterling and approximating to 
one half of the entire volume pf our Export lYade are admitted free of duty in the consuming marlcets, 
while of the remainder a considerable proportion is either subject to relatively moderate duties, or, as in 
the United Kingdom, to duties imposed for purely revenue purposes, and with no attempt to differentiate 
against us. ” (para 8 of the Government of India despatch of October 1903). This was quite properly 
ascribed by the Indian Government” tp the nature of thp bulb of exports, which consist in great measure 
of raw materials vhich are an object of importance, if not of necessity to the importing country”. (Ibid), 
t. Excluding Government stores the following table gives an analysis of the Indian Foreign Trade. 

Iniports. Exports. 

£. £. £. £. «. £ 

I. II. [III. IV. I II. III. 


1911-12 



.. 13.6 

6.04 04.64 

1.26 

38.2 

03.7 

32.77 

1912-13 



.. 15.0 

8.26 81.95 

1.50 

52.05 

08.98 

38.22 

1913-14 



.. 16.4 

7.03 96.77 

1. 9 

43.1 

81.64 

36.39 

1914-15 



.. 13.0 

6.20 71.11 

1.5 

32.6 

53.38 

31.05 

1915-16 



.. 18.4 

5.68 02.37 

1.79 

35.3 

50.0 

42.14 

1910-17 



.. 18.16 

6.00 73.0 

1.13 

37.3 

66.0 

51.31 

1917-18 



.. 18.02 

0.53 73.28 

2.44 

50.3 

55.30 

48.48 

1919-20 



.. 20.32 

6.02 82.16 

3.73 

42.16 

57.00 

58.02 


N. B.— The figures are given in million sterling at the old rate of Exchange of Es. 15 equal £ 1. The 


cabscs tire 

I. class includes Articles of Food, Drink and Tobacco. 

II- ,, ,, Eaw materials. 

III. ,j ,, 5. mainlay or 'Wholly manufactured. 

IV. ,, ,> . jj miscellaneous character. 

It will be observed that the imports under in vary between 70 to 80 % of all our imports, while W 
exports under II & HI amount to J to i of our exports. 


\ 
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of ixade, by being a party to a scheme of Imperial Preference, which would 
require her to discriminate as 'between her customers, not on tlie economic 
srounds of her own material interests, but on specious political considerations 
which might be foisted upon her Government. And, if the early policy to Impe- 
rial Preference is to be modified in the interests of the allies, the loss to India 

^who finds Japan a dangerously growing rival even in the Indian market and 

much — more in the Chinese-would be too clear to require further demonstration.’* 
There is, moreover, nothing in which India can bargain with other members of 
the Empire. England will in all probability insist upon free imports of the food- 
stuffs and the raw materials required for her population and industries in any 
scheme of Imperial Preference, which would give the Indian producer no advantage 
But even supposing a preferential treatment is given in the English market, the 
only exports to benefit at all would be tea or wheat. These have, as it is, an 
already assured market; and for them, therefore, no additional preference is 
desired unless simultaneously India is set at liberty to tax the imported manu- 
factures, sitfficiently high to give her own manufactures an appreciable advantage. 


The Government of India feared in 1903 that an}' acceptance of the general 
principle of Imperial Preference might result in the Indian fiscal policy being mani- 
pulated in — not Indian but anti-Indian interests. In the years, that have since 
elapsed there have occured no events to remove this apprehension. Tt is, generall}’ 
speaking, unsound to introduce political considerations in this economic problem. 
But as Imperial Preference is itself the child of political pressure, there can be no 
objection in mentioning the fact of anti-Indian feeling and legislation in the chief 
British colonies. So long as this kind of invidious and opi)resive treatment 
is specially meted out to Indians in the leading British Colonics, it •\vould be pre- 
posterous to expect any Indian Statesman to accept or agree to the principle of Im- 
perial Preference, f On the contrary, the new Self governing India would 
surprise tha world if it does not start an active policy of effective retaliation against 
these colonies as the first evidence ot the birth of true self-government in India. J 

* Imports and Exports from Japan and U. S. A. liave grown. Tlicso figures tell their own tale without, 
any need of comment . The captme of Indian market by .Japan and our exclusion trom China by Ja])an 
is made only too painfully evident by a furtlier analysis of tliese figures. 




JAPAN. 

A 

H. 


Year. 


Imports. 

Exports. 

V 

^Imports. 

Exports. 

4.* 

1909-10 .. 


i.esfiboo 

8,425,000 

2,453,000 

9,077,(1)00 

1911-12 .. 


2,248,000 

9,003,000 

11,103,000 

2,325,000 

0.067,000 

1912-13 .. 


2,318,000 

3,527,000 

10,445,000 

1913-14 .. 


3,187,000 

15,130,000 

3,193,000 

14,564,000 

1914-15 .. 


2,197,000 

10.443,000 

3,120,000 

11,611,000 

1915-16 .. 


4,998,000 

12,202,000 

5,347,000 

14,170,000 

1916-17 .. 


8,880,000 

18,835,000 

67,304,000 

20,835,000 

1917-18 .. 


. . 12,175,000 

22.774.000 

19.658.000 

7,877,000 

20,378,000 

1918-19 .. 


. . 22,349,000 

10,766.000 

22,182.000 

Ihe anti-Indian feeling and Legislation in British Colonies like South Africa have not endc( 


of fSoutn African Government m modifyinji the law relating 1o Acquisition or holding of property hy Indian 
in the colony. It was. if anything, more intensely anti-Indian than any such legislation before the war. 

I Says the Report on Constitutional llefornis (1918) “After the War the need for Industrial develop- 
ment would be all the greater, unless India is to become n more dumping ground for the manufactures of 


m • ® Government amenable to Parliament and the Secretarj’ of State, but inasmuch 

many m.atters whicli will henceforth come more and more under Indian Control, we 
think It well that we should put forward for the information of His Majesty’s Government the views of 
Bducjited Indians upon this subject ” para 341, page 215. 


Tile only effective reason, wliicli restrained tlie strong European nations in 
their Tariff ^Yars in the last generations, was a wholesome drea.d of Retaliation- 
But we in India — as Sir E. Luav showed in his minute to the Government 
India's despatch of October, 1903 on the Tariff question— need not fear by any such 
retaliation.'^- ^Ye possess more than ample resources of raw material; immense 
labour supplies ; still untried power resources. Even capital, if only it is sought 
in the right direction and assured against unmerited failure, would be forthcoming 
from amongst Indian resources in the necessarj’^ quantities. There is no country 
in the world so able to defy retaliation, so likely to be self-sufficient if required as 
India. Tariff discrimination by foreigners, therefore, need not be feared by India, 
if she is able to develoj) her own industries herself. 


The one argument against the Imperial Preference to whicli the dispatch of 
the Government of India above referred to necessarily gave great prominence, 
has slightly altered in its bearing in the interval. They feared the effects of a Im- 
jicrial Preference on our Exports owing to a possible Retaliation— and consequent 
disturbance of the balanced trade in favour of India. f If the excess of Exports of 
Indian produce could not be kept up to the usual degree — the newly established 


• sir Udw-.-inl L;i\v’s conclusion with rcR.ird to Taritf question in Indi.o : — 

“ lao Ho?oto iiUcmptluR to dr.-vw any conclusions from the above c.\ainination of such facts as can he 
a'-certaitK'd. 1 once more insist tlial iiifonuatioii at our disposal for a correct .appreciation of all the nu- 
merous points involved I n tin- (picsUon under considoratloni s insufTicicnt. It requires to be supplemented by 
inqtilrlim as to tlie u-es t« \\lii<-li Indian produce is put when received in foreign markets; and without such 
full info rinatloii in tliis resj-eef ,is coul<l oidy hcoldaincd by local inquiries in tl)e didcrent countries concern- 
ed, we ca nnot sav witli <-crtaintv liow far, in case of a tariff war, cacli individual country could afford to assume 
an act:rc.'=sivi> atfitude. liatnpcriiis tlie supply of raw materials required for its industry. At the same time 
1 fed .-luUclontly coniiticnf. tiiat with tlie great majority of countries witli wiiicli we trade, ami as regards 
Ihc verv gn'.il huli. of our i;\port« of raw materials, wo are not only in a safe position, but wo could even 
alford. hi certain Instai.ci;-, ourselves to assume an nRKrc=sivc atfitude by rouir so far as to impose Butios 
on liic c.vportatinii of p'-odiicn they require for Uiclr indiistiy. This is not the case with evciy country, or 
hv anv in-.atH uitli roRard to ail cla‘-«cs of produce cxjiorlcd, and with possible exception in tlie case of Russia, 
.'untria. (icrmaiiy. am! liclRiiim. it seems to me to be more in Indian interests to leave matters as they arc. 
tlian to omltark on a new imcal policy, unless indeed, by its adojition very great advantages could be obtained 
by p.-cfereiitial dimri iiiliiatioii in favour of exports to tlie United Kingdom and Britisli Colonies and possee- 
slons. 


ICO. Tin; sitiinlioii .-'ppe.irs to me to be fids, tliat India could probalily give without serious danger some 
small preference on lier prc-senl low tarill rates on Imports from other part.s of the Eiu])iie; .h'll' she has 
iilfle t'l gain by doing, ami would incur a risk of dillicultics witli her foreiRii customers in iiroportion 
to tlie extent of preference given in a system of inter imperial preference and to tlie rates of tariff on wliich 
it Was given. Jf we wore to raise onr average tarilf rates to, say, 10 %, (whicli I would not in any case re- 
commend) so as to give an apiireciablc preference of 20 or 30% to oiir Imperial relations, such a difference 
inigtit so affect oiii import trailc witli our foreign customers for exports tliat tlicy would necessarily consider 
tlie advi ..ahilii V of r.-taliatioii and we might be landed In a series of tarilT wars flic results of wiiich we c.annot 
forePei: witli certainly. On tlie otlier limid sucli very small prefrence as miglit probably ho given with fair 
prospects of safety, on Kcneially low tarilf rates, would liardly be likely to afford such advantage to British 
.Manufacturer.^ as would prove of material benellt to their interests. 


110 Two imiiortant points must, Iiowevcr, be borne in mind in considering tlie whole question— first 
tliat most of tile foreign countries whicli would he likely to resent tlie introduction of an inter imperial pre- 
ferential tariff arc Interested Iiotli in obtaiiiinp our raw materials and in supplying us witli tlieir manufactures 
and tliat tliis situation gives ii.s a double wc.apon to use apainst them if necessary ; second, that tlie percentage 
of iirolit.s on maniifaetured Roods is .as a rule considerable and consequently trade in inanv manufactured 
.articles miglit not suffer apiireciahly irom a small percentage of tlic cost of production of raw material and 
produce would seriously clieck import. at ion unless tlie supply of siicli coniinodity were necessary forimpor-. 
tant industries and were so limited as to p.artakc of the nature of a monopoly. 1 Jiave already sliowu that 
a l.argc proportion of Indian exports consisting almost entirely of Indian raw materials and produce is of that 
nature- 

t Extracts from .Sir Edward Law minute (op. cit). 


137 I liavo indicated ns far as possible boxy far it would appear such advantages might he obtained hut 
in cxi.’itinfr circunistnncc'’ in view oi the lacfc fJiat our exports consist, almost cntirclv of raw materia,! aucl 
nroaiicc, it. does not appear probable that matenally important advantages could bo offered to us under a 
system of preferential tariffs in our favour adopted for other parts of the Empire. The gain to the United 
kingdom would j.robaiily bo considerable as also to tlie Marltlus; hut I doubt If our trade relations witli other 
parts of the Empire would l)o inalennlly advanced in tlieir favour by any far rcacliing change of policy 

138 In inv opinion It miglit he difficult to show tliat a preferential trade would prove dircctlv prejudicial 

to Indian interests but slioiiUl wo be urged to join in a general preferentiai arrangement I think tliat it would 
be our diitv to point out strongly tliat, U our export- trade xvitli foreign countries were, in any wav seriously 
prejudiced," we should run a very great risk ot disturbing the balance of trade, noxv strongly in our favour, 
and we miglit find ourselves once more pnmged into the deep sea of trouble arising from a depreciating currency 
doprecintion of Exchange value of our rupee currency". ’ . fc- i 
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currency system would become impractical to maintain. Apart from tlie fact of 
India's being a debtor countrj’^, her political dependence uj)on England involved 
the payment of an annual tribute^ called Home Charges, nearlj’ £30 million a year 
Disturbance of the Exchange which would lower the value of the rupee would ne- 
cessarily be regarded by the Government of India with the utmo.st alarm. But 
the situation has altered appreciably.'" Though India has not yet become a creditor 
country, there is no reason to fear that in the next decade or generation her credit 
balance of trade would not be maintained. The present problem of Exchange 
is not how to prevent a fall in the gold value of the rupee but rather how to 
arrest the continued tise of the exchange value of the rupee, ^s'hich has now (Feb- 
niary 1920) broken all records. This particular reason, therefore, is not of great 
interest to-day though even now our currency system is far from satisfactory .f 


* Since the above WAS' ttTittcn Exclimigc 1ms ng.-iiii pone npiiinst India till tlic rupee is ■worth IGd 
(April, 1921.) The Currency nuuUlle is the one absorbing t'jpic of the day : but so far no pr.icticable, or 
acceptable solution has been suggested. In an appendix to this work an attempt is nude, in tlic form 
of .a draft Bill, to lay down principles and details of Currency reform in a constructive form. 

t The conclusions of tiie Government of India arc from their stand i)oint of iimlnlning a sfatiB fpio af. 
the best policy. W'e cannot of course, agree with tlieni in tbeir entirety. We li.ave rpioted flicni witli 
approvai only in .as far as they arc against a iiolicy of Inipcrial preference. Kven now Indian ojiinion would 
rather prefer a policy of free Trade— aiul a tariif for revenue purposes only — to any Bchemc of InipcriaiPrefer- 
ence where India is sure to lose more than slic is ever likelv to gain. 



CHAPTEiR VI. 

4 

OPIUM REVENUE AND FORESTS REVENUE. 


LXV. opium Revenue. 

Forty years ago when the Strachey Brothers published their standard worlc 
on the Finance and Public Works of India, they might well describe the Opium 
Revenue as the second most important item of revenue in India. The amount 
of the revenue, the problems connected with its assessment, collection, the varia- 
tion which occured almost annually in considerable magnitudes, and the strong 
agitation carried on in England by a section of the British Press and public opinion 
— all combined to make the Opium Revenue the most widely discussed item in the 
Indian Budget— second, if at all, onlj’’ to the great, item of the Land Revenue. But 
in the interval the situation has changed radically. Opium is no longer the 
second biggest item of revenue- nor the third nor yc t the fourth. It no longer arouses 
the same anxietv and speculations as to its yield that were once inseparable from 
any study of the Indian Opium Revenue. It does not even give rise to interesting 
scientific discussion as to the proper method of collecting such a revenue under the 
rival claims of a heavy export duty and of a public monopoly. As the opium 
question has receded completely in the back ground within the last 10 or lo years 
as well from financial as from a moral stand point, we shall limit our discussion of 
this once important item in proportion ito its present significance, with just a 
sufficient historical outline as to make the discussion intelligible. Such a plan would 
necessarily involve the eschewing of the discussion of the relative merits of an 
Export Dut}^ and a Monopoly as also of the general principles governing a public 
monopoly. 


present position of an opium revenue. 


The total revenue derived from Opium is obtained in three ways, and credited 
jn the accounts of the Government ot India under the two heads of Opium proper 
and Excise. The former represents (a) the proceeds of the sales by public auction 
every month of Opium manufactured in the Government factory at Gazipur,* and (b) 
the income from the Export duty levied per chest of Opium sent out from the 
Native States of Rajputana and Central India. The manufacture of the Benoal 
Opium is a public monopoly ever since the clays of the East India Company, and 
the revenue from that somce was continually growing from 1793 to igr'S. As 
the manufacturing monopoly' would noi. be maintained without a corresponding 


» The Opium, department was formerly divided into two Agencies one of Bihar with its head-ouartp • 
at Patna, and the other for the United Provinces with its head guarters at Gazipur. both bein" controlled 
by the Government of Bengal. In 1910, owing to the diminution of work, the agencies were amalrfamated 
and a single Agent was stationed at Gazipur under the control of the United Provinces Govemmpnt 
Cultivation of poppy in Bihar was discontinued in 1911. . 



control on the sources of raw materials, the Government of India have prohibited 
cultivation of the poppy except under a license from an authorised officer of the 
Government, and subject to the condition that the cultivator must sell the whole 
of the crop to the Government.* He is assi.sted during cultivation by advances 
made on account. Th.e cultivator delivers the crop in a crude state at the local 
centre, A\dience it is forwarded to the Government Factory at Gazipur to be there 
prepared for the market. It is called “ Provision Opium ” if it is destined fcr 
export. It is packed in chests of uniform weight and sold b}* public auction at 
Calcutta. The Opium destined for local consumption is known as the “ Excise 
Opium ”, is distributed direct from the factory or from the public warehouse at 
Calcutta, to tlie Government Treasuries in the country, who issue it to licensed 
druggists or vendors only. Out of the sale license proceeds a sum repre 
senting the estimated cost of production is credited to the Opium Revenue, the 
rest being credited under Excise. 


The Revenue from the ]\'Ialwa Opium is derived from a pass, duty levied on the 
opium exported from the Native States. Since 1912 some portion oT the Revenue 
is derived from License fees — or .sums paid to the Goverimient for right to expor'^ 
Opium from India within these states. The production of Opium for the market 
is carried on in the traditional methods. The Government, however, annually 
fixes the quantity which may be exported; and no poium may pass in^to the British. 
Territory, whether for Export or for consumption, except on paynient of the Pass 
Duty, The duty is levied at convenient stations maintained at Indore and else 
where by the British Government. From these stations the opium is consigned' 
to a central depot or public warehouse at Bombay. — to bo thence issued to traders. 
The duty on the illalwa Opium is now 1200 rupees per chest of IIO lbs. being ' 
raised in i912 from Rs. 600 per chest. The right to export it is now also dis- 
posed of annually by public auction.f 


The subjoined table shows the Gross Revenue and Expenditure of the Govern- 
ment ot India, together with the amount of Chests sold and the prices realised. 
It will be noticed that in the last dozen years. The Opium Revenue has been 
steadily declining due to the agreement with China under which the Government 
of India have bound themselves progressively to deminish the quantity to be ex- 
ported to China. Originally the export to China was to cease by progressive 


» The price now paid to the cultivator is Ks. 7-8 per seer of 70° consistency. 

t Tlie principal areas where poppy used to he cultivated were : — ^Bihar and districts of the United 
provinces lying along and in the north of the Ganges Valley, and a number of Native States in llajputana or 
Central India. Opium from the former area M'as known as Bengal Opium, rvhile that from the latter was 
knorni as the Malwa opium. In smaller quantities Opium is also produced in Baroda, Ajmer Merwar the 
Punjab, the Shan States and certain villages in Upper Burma. ’ 

Formerly when the Opium Revenue ivas an important item, the adjustment of the revenue derived from 
the two sources of Government monopoly and Pass duty used to occasion considerable discussion. Sir J/ 

• Strachey e.vplains (op. Git. page 266 et seq.) the reason why a different rate must be charged on the Malwa 
opium than on Bengal Opium. A Malwa chest contains 90 to 95 percentage fine opium as against the 75 % 
or 80 % in Bengal Opium. A fixed pass duty on the former though levied empirically must press less heaviy 
on the superior Opium of Malwa. On the other hand, Malwa Opium was subject to the addtional taxation 
by the State Government. Minute calculations wwre necessary to show the exact incidence of the pass duty 
as compared to the gains from the monopoly price. The subjept is 'now of purely academic interest. A- 
portion of the revenue is derived from the Pass duty which is handed over to the Native Governments concern- 
ed. The advantage to the Government of India is necessarily in the Bengal Opium and its increased sale 
but the Pass Duty has in the past been frequently manipulated to suit the financial needs of the government • 
of India. - 



28 i 


reduction within 10 years, but by subsequent treaty of 1911, the Grovernment of^ 


India agreed to hasten the period of complete 

stop to the exports. Since 1913 

Exports of Opium to China have been stopped- 




Year. 



Revenue. Expenditure 

No. of 

Price per 






Chests. 

'chest. 






spld. 





Rs. 

Rs. 

Rs. 

Rs. 

186i-62 



6,359,269 

1,449,465 

70,083 

1,600 

1862-63 



8,055,476 

1,856,278 

29,393 

j,428 

1863-64 



6,831,999 

2,306,493 

39,240 

.... 

1864-65 



7,361,405 

2,368.666 

49,646 



1865-66 



8,618,264 

1,894,217 

64,111 

956 

1866-67 



6,803,413 

1,077,330 

40,000 

1,248 

1867-68 



8,923,568 

1,874,121 

47,999 

.... 

1868-69 



8,453,365 

1,720,711 

. . a . 

.... 

1869-70 



7,951,557 

1,820,683 

.... 

.... 

1870-71 



8,045,459 

2,014,425 

.... 

.... 

1871-72 



9,253,859 

1,596,646 

40,961 

1,385 

1872-73 



8,684,691 

1,814,268 

42,665 

1,.385 

1873-74 

• • • • 


8,324,879 

2,001 ,280 

42,750 

1,265 

1874-75 



8,556,629 

2,341,546 

45,000 

1,207 

1875-76 



8,471,425 

2,218,565 

45,510 

1,215 

1876-77 

• • • « 


9.122,460 

2,841,647 

47,240 

1,270 

1877-78 

• • • • 


9,182,722 

2,661,266 

49,500 

1,266 

1878-79 

a • • « 


9,399,401. 

1,698,730 

55,500 

1,225 

■1879-80 

ft 


. . 10,319.162 

2,067,492 

59,100 

1,170 

1880-81 

• 4 • • 


. . 10,418,051 

2,028,757 

56,400 

1,362 

1881-82 

• • • • 


9,862,444 

2,057,335 

56,400 

1.324 

1882-83 

• • • • 


9,499,594 

2,282,816 

56,400 

1,221 

1883-84 

• • • • 


9,556,501 

1,854,690 

54,400 

1,251 

1884-85 

• • * • 


8,816,469 

2,966,640 

46,698 

1,296 

1885-86 

• • • • 


8,942,515 

3,057,674 

.... 


1886-87 

• « • • 


9,942,976 

2,729,063 

• 


1887-88 



8,515,412 

2,424,575 

• . * . 


1888-89 . 



8,562,319 

2,-579,905 

• • • . 


1889-90 



8,583,056 

1,605,107 

« » • ■ 


1890-91 



7,879,182 

2,180,797 

• » • . 


1891-92 



8,012,38D 

1,611,813 

56,250 

1,056 

1892-93 



7,993,180 

1,602,496 

48,852 

1,247 

1893-94 



6,627,571 

1,876,607 

43,353 

1,109 

1894-95 



7,327,357 

1,616,130 

39,780 

1,337 

1895-96 

• • • • 


7,123,922 

2,068,941 

37,695 

1,390 

1896-97 

« • • • 


5,179,722 

2,389,117, 

39,000 

1,023 

1897-98 

• • • • 


6,409,238 

2,486,692 

39,000 

1,244 

1898-99 

• • • • 


5,735,330 

2,373,290 

39,000 

1,055 

1899-00 

• • • * 


4,40 i, 952 

1,727,154 

39,450 

1,221 

1900-01 

• • ■ • 


5,102,242 

1,785,875 

41,700 

1,361 

1901-02 



4,852,022 

1,608,690 

48,000 

1,297 

1902-03 



4,498,438 

1,648,483 

do. 

1,144 , 

1903-04 

• • • • 


5,736.045 

2,257,744 

do. 

1.462 

1904-05 

• • at 


6,021,499 

1,967,085 

do. 

1,587 

1905-06 

■ • • • 


5,468,780 

1,892,441 

49,000 

1,434 

1906-07 



5,660,528 

1,913,292 

52,800 

1,381 

1907-08 



5,344,986 

1,669,141 

48,900 

1,350 

1908-09 

. w' ' 

■ • 

5,884,788 

1,236,088 

45,900 

1,384 

1909-10 

• • • • 

• • 

5,544,683 

1 , 116,155 

42,300 

1,612 


36 
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.Yeit. 

Revenue. 

Expenditure. 

- No. ot 

Price per 

A 

> 


Chests sold. 

chest. 


Rs. 

Rs. 

Rs. 

Rs. 

1910-U .. 

7,521,962 

1,24,657 

37,500 

2,892 

I9n-i2 ... 

5,961,278 

7,29,452 

26'.^30 

2,790 

1912-13 .. 

5,125,592 

59,972 

17,^0 

2,784 

191 3-M .. 

1,624,898 

1,0., 240 

9,000 

2,120 

1914-15 . . 

1,512,218 

6,54,889 

1,0648) 

1,608 

1916-16 .. 

1,913,514 

11,44,331 

10,020 

1,719 

1916-17 .. 

.. . 3,160,005 

9,12,394 

■■ \ 

•• 

1917-18 . . 

3,078,903 

1,108,782 

1 

1 


1918-19 . . 

3,229,000 

13,37,200 

15700 

. 3,413 

1.919-20 . . 

3,0.56,200 

1,0-16,100 

. • 

• • 


LXVL- CRITIQUE OF THE OPIUM POLICY. 


While the Opium Revenue lasted it was the subject of the most violent contvo- 
veisy on financial, and even more on moral grounds. The opium revenue, 
it was urged, was the most uncertain item in the Public Budget. The chaos in 
the early finance imder the Crown was frequentl}^ ascribed to the piecariousness 
of this branch of the Revenue. It is certainly true that upto 1867 uiie' Government ; 
of India do not seem to liave had any definite policy as to the amount of opium 
grown and manufactured; as to the amount to be sold and the price to be realised. 
The revenue was therefore exposed to the tender mercies of the Opium speculator 
to a large degree. M'hen, following the recommendations of Sir C. B^adon, the 
Lieutenant-Governor of Bengal, the policy of fixed sales and mainlining re- 
serves to keep* up the fixed sales was adopted, che Rev'emie began to le free from 
the disturbing action of speculative bids. But the natimal defect .of the 
opium Revenue depending upon the amount of the crop, which, in ks turn, was 
determined by the character of the season, could not even then be elinfinated, while 
a certain amount of speculation persisted notwithstanding all attenipb to stabilize 
the market. The growth of the Persian e.xports, and the competitions the home- 
grown Chinese opium made it impossible for the Government of ludia to keep 
up a stable price by their own conirol of the Indian trade. WhenJhowever, full 
allowance was made for the natural defect, its alleged precariouaess was not 

*Sir Cecil Beaclon thus loniiulates tlie general principles of the Opium Bevenue : / ^ 

“ it is not desirable tiiar the area under poppy cultivation should be in excess ot wiat on an average o. 
years is lound sumcieiit to produce the desh ea quantity oi opium. . it in any year tlie produce oi exceeus 

tne quantity wmeii it is tnougnt desnable to iJiing loiwaiu lor public sale, the excess sjould be neia as a set 
on against tlie lemporaiy increase oi expendituie Involved in its purchnsci and as a Jjeserve against lamne 
in futuic seasons; out it in any year tlie crop oe a snort one and tliere is no such reserve, the quantity to be 
orouglit toi ward SOr sale must or necessity he liniitca to the actual supply, ‘and though tl^re may be some saving 
in tne actual e.xpeiiairure toi the year the net levenue must either aecline or he nUlntainea only oy such 
an increase on tne selling price as will stimulate the competition fiom abioad. ihese recommendation 
may be summed up thus ; , ( 

(1) The quantity sold must as far as possible be the same. To this end a Iteserve stock must he 

established. . .( 

(2) The amoimt brought forward for sale must be determined by. the price reanseu. 

(3) The price asked for should he such ns would not allow of elfective coimietitlon rom abroad nor 

promote local production in China” , . , , */ : coioo , 

Tne Gov'erniiiant ot India created an Opium Iteserve after 1870 and declared tneir total sales in advance 
for the wnole year— the montnly stock auctioned being 4,700 chests. A 


V 
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invariably prejudicial to the Revenue. As the greater amount of the fluctuations 
entered on the side of the Expenditure the proportion of disturbance was relatively 
smaller. As a matter of fact the fluctuations in prices have been much greater 
since the Oj)ium Treaty of 1 907 than ever before, making the yield for a few years 
after the treaty extraordinarily inflated by speculation running mad. 


But the objections urged on moral grounds werefar more bitter and persistent 
It was urged by that section of the English Public, which is always ready to assert 
its puritanical sense of moral justice, whenever the justice can be administered at 
the cost of somebody else, that the Opium Revenue was derived from the misfortune 
of China : that opium traffic was forced by the superior might of the British Govern- 
ment against the known wishes of the Chinese people to the contrary; that the 
connection of the Indian Government as a monopolist in this injurious traffic must 
necessarily be deprecated — condemned, even if the traffic was unfortunately not 
abolished. Stracbej’, (op. cit.) and Baring (the late Lord Cromer) in his financial 
statement for T882-3, have shown how baseless these arguments were. The abilitj’- 
of the Chinese Government to control the traffic with a view to its abolition was 
quite legitimately doubted on the strength of the opinion of those, who, by their 
long residence in the countty, were qualified to speak with authority, and much more 
on the ground of an undisputed extension of poppy cultivation in China itself. * 
Far from the Indian Opiurh having monopolised the Chinese market it was said 
to be confined only to the principal ports and the sea-board districts. From its 
superior quality and higher price the Indian Opium was used only by the 
relatively richer classes of the Chinese; and so the share of the Indian Govermnent 
in “a progi-essive demoralisation of the Chinese people ” was of the smallest 
proportion. Besides, from the Opium trade the Chinese Government itself derived 
considerable revenue ; and its willingness to stop the traffic may be reasonably 
questioned on purel}' financial grounds. 


It is, indeed, a moot point whether the Government monopoly of such an 
article as opium is more injurious than beneficial. Admitting that the consumption 
of such a drug is harmful, it^is all the more necessary that the traffic should be more 
effectively controlled by a Government monopoly. The display of puritanism 
by a Government, which would lead it to wash its hands completely of anything in 
connection with that traffic, is likely to be more harmful to the people affected. 
The private trader would not be satisfied until he sells the utmost he can reckless 
of the results of this trade. The Government of India had discussed the whoU 
question more than once ; 1858, 1864, 7882, and had felt on each occasion that the 
balance of advantage lay on the side of the monopoly, as much in the Chinese as 
in the Indian interests. In the Chinese market the Indian supply was an important, 
but by no means the only factor. By certain natural advantages India could 


♦ See Strachey (op. cit. Page 256 et s,eq.) for opinions of Sir J. Wade and the Shanghai corrpsiin,Hipni 
of the Times, September 1889 on the q,ucstiou of Opium production in China itself. “It Is hWoricallv ^ 
assert that we have made war with China with the object of forcing our ‘opium upon lier aeain^ her win 
and in spite other protest that the opium trade was demoralising her people. Mm flrst^ChinPspwiJ 
was caused by the desire of the Chinese Government to prevent the exportation of silver.Jwhicli was bplipvpp 
to be impoverishing the countrj% The second war had nothing to do with opium " (op. cit page “ 55 - 6 ) 
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produce good opium at a price which no other country could afford. The only 
consequence of the abolition of the monopoly would be a stimulation of competition 
to the disadvantage of China, which would get a relatively poorer quality of the 
drug for a probably much higher price. And the Government of India had to 
consider the Indian interests as well. The removal of control would give rise to 
serious problems of the internal regulation — the Excise on Opium for example, to 
restore the old onerous inland customs line which was abolished in 1879 for 
the benefit of the Excise on local consumption. The discontinuance of the close 
connection of the Indian Government with the Opium Trade vould intensify the 
moral objections, because both India and China would be flooded by tlie more 
deleterious drug. 

The injurious effects of opium consumption, while they cannot be denied, may 
yet be' exaggerated. The harm consists not in a moderate but in an excessive 
use of the drug. In the case of opium the Indian people — like the Sikhs who are 
notorious for their heavy consumption of opium — can show no very prominently 
bad effects ; and it may be doubted if the Chinese decadence can really be ascribe 
entirely or even largely to the opium sent out from India under Government 
monopoly. Besides, the practice of modern Goverjiments to derive huge sums of 
revenue from the drinlc traffic — which is at least as harmful to Europe and 
America as opium is alleged to have been in China — made the pro’iests of 
the English puritans against the Indian Government’s monopoly of opium 
unspeakably ludicrious to those who could view tlie subject without an 
unnecessary alloy of maudlin, sham, sentimentality. 

The Government of India pointed out iii 1882 the strongest objection the}- 
had to the abrogation of their monopoly. If they withdrew their monopoly 
and substituted an Export Duty for the sake of the revenue, Sir E. Baring 
calculated that the Government could not expect from an Export Duty of lis. 
600 a chest— higher duty was impossible in view of the known rislcs of the 
trade — an income above £2.75 million against the, average of £5 million they 
were obtaining under the monopoly. The loss of such an amount wouhl, 
certainly involve additional taxation in India ; and the Indian Government 
might well urge the obvious injustice of taxing tlie people, whose average 
income per head was Rs. 27 per annum for the benefit of the Chinese, even 
assuming, against all probability, that the imports into China would not 
be increased. At the time the Government had also to consider “ the effect of 
the cessation of the Indo-Chinese trade on the Exchange, which, it was rightlv 
held, would be most unfairly disturb, ed to the increasing embarrassment of the 
Indian Government. 

opinion of the Government of India expretsed by tlie Finance Minister in these words in 1882 
ihe Govmnment of India is at present quite unable to ^le^iee any means by wiiich the loss of revenue 
consequent on a, suppression of the poppy cultivaiion in lienga) couiu be lecouped, and that until such means 
can be devised i.he loss ot the llengal opium revenue wouki result in thenoimal annual expenditure of India 
uemg greater thanrts receipt that is to say that India tvoud be insolvent” and again ‘‘to maUe India to provide - 
a cu^ tunch would almost certainy be ineflectnal to tlie tices ol Chinn would be wholly unjustihable." 

T> lo-n' ‘Werage profit per chest to the Governipent was calculated at lls. »59 on a sale price of' 
Its. I,2o0. The export duty allowing for the tiader’s profit cotdcl iiot-be greater than 000 per chest. 
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In 1882 the Government of India were entitled to and deduced some special 
pic-ading as regards the opium revenue. The exchange difficulty was becoming 
more and more chronic every year. Thej’’ had passed through a disastrous 
war, and heavy famine expenditure. They could not, therefore, be very 
well pressed to give up the opium revenue — a net income of over 5 million 
pounds without any burden upon thfe Indian tax payer — especially as 
about the same time India was called upon to forego another considerable 
revenue in response fco the Free Trade agitation in England— the general .5 
per cent. Import Duties. These special difficulties continued and were accentuated 
in the remaining years of the century. When, however, exchange had been 
stabilized, when prosperit}’’ in Budgets was evidenced by repeated surpluses, 
the anti-opium agitation revived. The Chinese Government became more 
insistant in their complaints against the opium traffic, and offered to give corrcrete 
pledges of their willingness and ability to check the spread of the opium habits 
in the celestial Empire, if only the Government of India would undertake to 
co-operate. By an agreement made in 1907 the Government of India under- 
took in ten years to stop the export to China by progressive reductions of 5100 
chests every year in the opium destined to be exported to China, if the Chinese 
Government could show that on their side they would take energetic steps to put an 
end, to the business altogether. In 191 1 it was found that the Chinese regulations 
against opium were proving successful. The Government of India then under- 
took to apply the whole of their reduction of the Chinese trade by giving a 
certificate to each chest ear-marked for export to China, and allow China to 
exclude evey chest not so certificated. In April 1913 the sale of certificated 
opium was stopped altogether reducing at the same time the opium to be sold in 
other countries. 

At the present time therefore the opium revenue may be said to consist party 
of monpoly profits from domestic consumption credited under the head of Excisp. 
parti}'- of monopoly profits in auction sales of opium destined for countries other 
than China; and partly pass Duties levied on Malwa opium. The subjoined 
table gives an analysis of the revenue as it now is. 

Eevenue. Expenditure. 


f 

Sale proceeds 

Excise 

Purchase 

otlier 

Yet 

Year. 

of Bengal. 

opium. 

price. 

charges. 

Eevenue. 

1911-12 

74,864,728 

4,145,337 

9,334,254 

1,583,522 

5,231,826 

1912 13 

49,805,735 

4,963,493 

7,670,577 

1,320,747 

4,524,863 

1913-14: 

19,192,177 

4,768,501 

13,932,608 

1,242,832 

612,438 

1914-15 

18,771,785 

4,811,491 

8,579,3b7 

1,227,924 

918,129 

1915-16 

24,119,712 

4,583,000 

15,870,745 

1,282,616 

369,957 

1916-17 

41,578,730 

5,821,-345 

12,160,402 

1,513,254 

2,248,428 

1917-18 

40,273,194 

5,910,344 

14,980,342 

1,630,472 

2,970,121 

1918-19 

41,624,000 

6,810,000 

18,116,000 

1,933,000 

1,891,800 

1919-20 

38,950,000 • 

6,893,000 

11,361,700 

2,065,000 

2,010,100 
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The sacrifice of the opium revenue, thougii causing 'a strain on tlie Indian 
finances and tljough known to be the result of English sense of moral j ustice asserting 
itself at the India Office, did not howevmr rouse the same op|)ositiion in India 
the Customs Legislation due to the same forces, and involving the same financial 
consequences, had done a few years before. The loss of the opium revenue was 
sjiread over a number of years, and for the first two or three years the I'cslriction of 
supplies leading to the high prices did not allow the loss to be perceived. The leaders 
of Indian opinion had begun to perceive the moral resjmnsibility of India and 
the hands of the Government were strengthened by the cooperation in the new 
policy of the best rciDresentatives of Indian opinion.* In the years immediately 
preceding the inception of the new policy there was considerable relief given to 
the Indian tax payer by progressive reductions in the salt duty, and by raising the 
minimum of income exempted from the income tax; ‘ There was tlnis not the same 
intensity of feeling in India against tlie abandonment of tlie opium revenue in I'.Ok 
as there was in 1892 and so the new policy was carried into efi'ect quite smooth! r. 

The opium revenue dcriverl from local consumption still continues to be an 
important item in the total Excise Revenue. Opium being still mononolised 
Govermnent charges the monopolisi’.s price-thc liig best that can be paid. The 
sale of opium is subject to tiic same regulations as the vend of other intoxicants 
and it seems that the policy of gradual extinction or rigid restriction of the habit 
would be adopted iu tiie case of opium as in that of other stimulants. 


LXVl!— FORESTS. 


■ WJIV 

India possesses an enormous, unknown, unexplored wealth in her forcsks which 
r nearly 2d % of the total area of India ana Burma. f The duty of the state 


on 1111 .“! sn?>jcct. 

.■-u ol Ucei) liunilliatlon at tlie tlioiiplit of this revenue tlcrivcd n'iltls 
tlie of Oilna. .\ml 1 rejoice that there are iiulleation.i of ii 

iiger ic.a on us. Xlie only jiractlcal cint.'^tlon is liow to put an emi to 


cover neari} 

* The following rather long <iuolation from the Jimlgel speech of the late Mr. ti. K. Goklmlc inav be 
taken to voice the iuaian senennont on thLs subject. 

1 coniess 1 have always lelt a sen.'-e ol deep 
ironi tne degindation and moral nun ol f 

time coming wnen tuts st.iin sliall no long . , . 

tills morally iiuleienciolc tialtic wkn the least deiangennait in our llnaace.s. It has been suggested in sdnie 
quarters tnat tne JJrit isii Ji-.viiequer should make a grant to India to coiniicnsatc her for the los.^ oi this llevenue 
uiilcn will he entailed by tne c.xtmction oi mis trailie. -Now ajiart from the fact that there is not the .sIJ‘>h- 
test enance ol r-iiglami making such a giant 1 think tlie proposal is in itself an unlair one and ought 
to be fctioiigly deprecated. -No doubt there arc important question.* like tlie Army Ji.vpenditurc In which 
India has to bear a serious injustice at the liand.s ol hnglnnd. Tlie cost of Civil AdinlnJ.rtratlon ought 
to be substantially icdueeu by a large bUhj,titutiou ol the Indian for the Kuropcan Agency In the public ser- 
vices. -did it only jiistiic were done tons in these mailers we could let the wliole ojiiuni revenue go- 

and yet not feel tlie loss. JJiit tiicse question nave to lie loiight on tlicir own merits and ouglit not to he mixed 
up witli tins opium question. So lar as tlie opium revenue is concerned, whatever may the measure 
Jinglaud’s responsibility in forcing the dnig np on Cliina the llnancial gain from the trallio has been 
by India alone ; and we must tliereiorc be jireparcd to give up this unholy gain without any compensation 
ir'oni anybody when in tne interests of humanity lids wrctelied truthc lias got to be 
abolished”. These sentiments could not have been better expressed by the most puritanical of the 
Jin'dish nouconfoi mists or bj tlicir most eloquent, it must also be added 
sluucd ill full by tlie intellect uais in India tiiougli not llio same can bo 

a'^iicuitural masses. , - . . . 

The follov/ing Ilgurcs show the forest area in the different provinces 


J’lovince 


Bengal.. 

United Brovinces. 

Buiijab 

Biu-ma . . . . . . ■ . . 

Beliar . . 

Assam 

Central Provinces and Berar 

Coorg 

JS’ortn Western Provinces . . 
Ajmere 

Baluchistan . . 

Andaman . . • . . 

Madras 

jjombay 


Total 


Total 

-Area. 

78.S75 
100,725 
00,050 
205,048 
83.122 
48,915 
09,9 iS 
1,582 
13,184 
(707 
45,228 
•3,143 
142,201 
23,0313 


tliat tlioy were probablv 
said of the trading oV 


in 1915-10. 
Total 
Forest 
.Area. 
10.012 
7,493 
. ,7,790 
142,322 
2,789 
22,308 
10,007 
520' 

230 

142 

785 

0,107 

19,583 

12,481 


1,099,481 • 249,000 
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to conserve Forests was not recognised. till after the time of Lord Lalhousie vlio 
chalked out a comprehensive scheme of forest conservancy and sylviculture, -i 
regular .Forest service, staffed by men trained in Germany or France, was organised 
m 1869 and a local training school — the Imj'-erial Forests School of Dehra Dun ^was 
started which Avas raised to the status of aC.ollegcin 190S. Local Forests schools 
are also being multiplied. The object of the Present Forest policy is to preserve 
the forests from the wanton destruction wliich would otherwise have occurred 
nevitably under the pressure of a growing jjopulation, trade, and e.xpanding build 
jng as also in view of the in.ffuence the forests are known to exercise on the mo- 
vement of the rain-bearing currents * ‘ They are under three Iieads. The Reserve 
Forests, the Protected Forests and the Unclassified Forests. Lt the first the regu- 
lations are very minute as to the use of forest area by the neighbouring population, 
^he grazing of cattle, or the removal of produce. Their effect has been well suipmed 
up in the sa3'ing that in the Reserved Forest evervtlung whicli is not specifically 
permitted is an offence. Tliis natiu-alh' cau.ses considerable hardsluji to the popula 
tion which have for so man}' generations been dependent for the food of their cattle 
and even of themselves upon Forest produce. j" In the Protected Forests a 
greater latitude is allowed. Nothing is an offence against the Forest laws which 
has not been specifically prohibited. These are areas in which Government seem 
to be experimenting, deliberating as to whether they shall be classed as Reserved 
Forests or not. The last group of forests is almost an unknown ejuantity *^rom the 
stand point of their utility and the consequent necessity to preserve tliem under 
stricter regulations. Exploratioiror investigation is being continually carried on, 
and as the result of this investigation the unclassed area ma}' be suitably classed as 
Reserve or Protected Forests. 


FOREST FINANCE. 

Under the, present system Forest Rt venues are derived from the roAmbies on 
or the sale proceeds of the timber or other forest produce, and by the issue at 
specified rates of fees to graze cattle, or to extract for sale timber, charcoal 
fircAvood, bamboos, canes, and other forest produce. The folloAving tabic shoAA^s 
the groAvth of the Forest RcA'-enue p 


• After a careful inquiry into the Forests Policy betAveen 1904-1914 the Government ofliulia, in their 
circular of 27th February, 1915 indicated tlielr main conclusions thus ; — 

(a) The effect of forests on rainfall is pnbablj' small. 

(b) The denudation of soil owing to the destruction of forests may, so fai as India is concerned, be 
looked upon as an established fact. 

(c) As regard the effect ot forests on rainfall and the underground Avater supply, there ( nothing to 
j ustify any change In the principles on wliich tlie Forest Policy of the Government has been hitherto based 

(Cp. The Avork of the Forest Depaitnient in India p. 9) 

■f During the administration of) Lord Eeay in Bombay, Avhen the ucav Forest legislation AA'as introduced 
there Avas a violent agitation among the people concerned. The leeling ot oppression is not even now extinct. 

t The Revene and Expenditure figm-cs belorc 1911 include the receipts from, and charges of the 
Eeddah or Elephant catching Department in Biirnm. It Avas liOAvcA'cr a losing concern .and die Keddali 
Department lias since been ablolished. 

The Indian Industrial Commission of 1910 remarks « propos of the Forest Revenue. "As the 
above figures avIII have shov/n the natural forest state is of vast extent and value but a scrutiny of the out 
put par square mile proves that its actual yield was hitherto lagged behind its posibiiities, and is in most 
areas greatly in defect of Avhat the natural increment must be. The chief needs of the Forest department 
are undoubtedly the development of Transport facilities, the exploitation of forests on more commercial 
lines, and the extension of research and experimental Avork vrhich should AVhen necessary be carried out 
on a larger scale and under commercial conditions. 


Year. 

Gross. 

Expenditure. 

Nett 


Revenue. 


Revenue 

1865-6 

367,183 

213,779 

153,901 

1871-2 

• 501,920 

351,616 

117,308 

1872-3 

871,135 

557,645 

316,690 

1881-2 

1,190,058 

813,926 

656,132 

1891 2 

1,151,35. 

705,.5S1 

151,771 

1901-2 

1,298,103 

• • • • 

. , 

1902-3 

1,181,116 

813,618 

667,498 

1903-4 

1,601,997 

869,1.38 

732,859 

1901-5 

1,779,566 

951,818 

824,758 

• 1905-6 

1,768,911 

948,866 

820,045 

1906-7 

1,732,610 

980,310 

752,270 

1907-8 

1,700,891 

991,1.58 

706,7.36 

1908-9 

1,735,386 

1,006,897 

728,68i- 

1909-10 

1,735,386 

1,032,26 i 

796,29:- 

1910-1 

1,829,557 

1,142,202 

809,977 

1911-2 

1,852,179 

1,112,202 

809,977 

1912-3 

2,153,509 

1,152,585 

1,000,421 

1913-1, 

2,229,872 

1,174,188 

1,055,381 

1911-5 

1,980,652 

1,217,808 

762, SU 

1915-6 

2.07 i, 4 25 

1,212,867 

831,558 

1916-7 

2,170,795 

1,251,765 

1,219,030 

1917-8 

2,731,281 

1,111,012 

1,320,212 

1918-9 

2,901,200 

1,712,700 

1,161,500 

1919-20 

3,352,800 

2,051,500 

1,301,300 


These figures do not include that portion of tlie forest produce wliich is given 
away freely, or at specially lo.v rates, and wliicL was valued in 1915-16 at Rs. 85 
lacs. The net revenue would be very much different if this surplus were added'*- 
The figures of Expenditure include conservancy charges as well as the general 
charges of direction and supervision. The expenses of the Forest college at 
Dehra Dun and the Ranger school are also included. They amount to about 
three lacS. 

LXVIII.— CRITIQUE OF THE INDIAN FOREST DEPARTMENT.’ 

As would be evident from the note appended the defect of the Forest 
d epartment is that it has not yet learnt to look upon the estate it administers 

* In 1918-19 the amount of Foiest produce removed by riglit liolders and free grnnties was : — 
'i’imbcr SiOOOiOOO Cubic ft. 

li’irewood 80,000)000 > , t. 

Bamboos worth Its. !)2,000 

Grass and Us. 08,00,000 

I’odder 
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Year 

1912- 13 

1913- 14 

1914- 15 

1915- 16 

1916- 17 


Us. 

4,69,80,613 

4,54,25,118 

4,17,49,407 

4,79,30,443 

2,99,84,737 


Articles 
Caoutchouc . . 
Lac Button . . 

„ Shell 
Others 

Gutch Gambler 
Myrabolams . . 
Cardamoms . . 
Sandal Ebony <fec. 
Teak . . 

Other timber . . 

Total . . 


Value. Quantity 
1,20,67,226 2,354 tons. 


5,75,805 
1,54,73,836 
11,26,171 
24,19,989 
70,52,353 
/ ,43,9o3 
15,58,120 
00,56,804 
2,50,122 


638 
17,933 
2,295. 
7,270 
69,633 
215 
32,403 
3,022 


4,79,30,443 


with any eye to its industrial possibilities.* The old view of Forests as 
inducing rain-fall is not scientifically proved to be erroneous; but to neglect alto- 
gether the immense hidden forest wealth or to suffer it to be wasted cannot be in 
the best interests of the country. The table in the margin gives the value of the 

Indian forest produce as valued at th(i 
port of shipment. Owing to the demand 
fcr Forest produce caused by the war the 
Indian Munitions Board helped to 
encourage the erection of improved factories for the better utilisation of the Forest 
produce. But even so we are far from the position when we can sa}^ India s 
potential forest wealth is explored to the utmost. The> total value of the forest 

produce exported was made up in 
1915-16 as shown in the margin. All 
competent authorities agi'ee, however: 
that this by no means represents our 
total capacity. There has not yet 
been any rehable estimate of what the 
Indian Forests can produce if work- 
ed to the best advantage without in any way exhausting tlie wealth. | But the 
experience of the few efi’orts made in developing Forests Industries points unmistak- 
ably to immense possibilities which, it would be rash to endeavour to estimate 
on the present most insufficient data. Thus the Pine Resin industry, starting from 
very small beginning in the Punjab and tlic United Provinces, had grown by 
31st March 1919 so as to give a total resin collection of 125,633 maunds, the 
operations extending over 97,525 acres of forest with dOOO operatives. On a 
total capital investment of Rs. li:]22,571 the year's net trading p}ofit amounted 
to Rs. 7,75,575 out of a gross revenue of Rs. 15,72,4-14:.| Against such success- 
ful experiments -we might moint on" those which are undeveloped. Thus India 
consumes annually sometr-ng like 75,000 to 80.000 tons of paper, of which the. 
Indian Mills supply about a third, or during tlie war, about 30,000 tons. We 
import on a]i average Rs. 1,32,00,000 worth of paper and paste-board, which 
during the war has been in excess of Rs. 2 crores. We import in addition about' 
13,250 tons ,of paper pulp. There is no doubt but that if the enormous supphes’ 
Bamboo and elephant grass available in India were fully utilised, India would 
produce more than the 50,000 tons, she nov7 imports, and thus keep the 2 crores 
of rupees within the country. Another Forest industry which may be developed • 


* The forest estate is not being fully worked. Hence waste and decav are considerable. The present 
output is only 345,000,000 cubic feet, wliile at least 1,200,000.000 could b'e harvested, thus an increment 
of 855 million cubic feet is being carried forward annually ; aud taking 80 years as the average rotation 104 
million cubic feet represent loss by natural wastage and decay annually." (cp. .Statement of Forests Condf- 
tions in British India, p. 21.) 


t “ Fifteen years ago it \vas estimated that in Germany work in the forests provided emnlovinent 
for 1,000,000 persons, wliile 3,000,000 persons, earning £30,000,000 a year were employed in workinc no H p 
raw materials yielded by the forests The Indian census of 1911 gave 1,191,307 people and their dopeudents 
as so employed in British India and a furtlier 394,097 m the Xative States ” (op. cit. p. 36.) - ^ 

t “ The Indian Forester ” for April, 1916 pp. 187-201 brings out the fact that whereas a cliir pine trpo 
yields at maturity. at most Us. 30 gross revenue, the gross value of its resin comes to Us. 138. innln- 
sive of compound interest at 3i % p. a. > ic n 
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is that of matches.* India imported in 1917-18 over 18 million gross 0^ 
boxes valued at about 85 millioh pounds or more than eight times the pre-waj. 
import; and it is not impossible to believe that further extensions are po.ssible, not 
to mention the manufacture ot rubber in India in all the tliousands and one 
Ways in which it is made useful. 


In tnis summary Ave necessarily leave out the larger industries dependent on 
the proper Avorking of forests. Wood distillation and extraction of oil from .sandal 
wood, Avhich has noAV been made a success and almost a monojioly by the Native 
State of Mysore, are examples in point cAmn if avc IcaAm out still larger indu.st ries like 
Cabinet-making, .ship building &c. As estimated elseAvIicre, the full develop- 
ment of the Forest produce of India Avould im’olvc a capital outlay of Rs. oO crorcs 
but the results are bound to repay this outlay serveral times oA’cr e.spccially if 
this exploitation is made by Government or local governing bodies adjoining, -f 
After the years of initial co 2 }struction t))e revenue frojn Forests would in all pro. 
bability not fall beloAV Rs. 5 crores, or alloAving for the interest on capital, Rs. 3 
crores net. J 


* In 1918-10 out of tho total hniiorts of over 18 iiiilHoii.s gross of inatches alone HUpjaied over 

15 millions, lly a careful manipulation of tlie trade by a skilful combine of their manufacturers nud shippers 
tlio Japanese have pructically captured llie^ulmlc of the Imliun match trade at the cuit of Stveden and 
Austria. ' , . , 

t The following are instructive tables as to the capacity and possibilities of our Forest Industries, com- 
piled from the Statement of Forest (joaditioiis in British India. 



Utilisation of Forest 


Rs. 

Forest I idustries. 

Its* 


Produce 

cub. ft. 

1918-10 

Indusliy : 

A’alue. 

1 

Hallway Stcepers . . 

8,000,000 

00.00,000 

Railway Stcepers. 

3,00,00,000 

2 

Timber 

79,000,000 

7,80', 00,000 

Saw Mills (15.5) .. 

7,80.00,000 

3 

Firewood . . 

173,000.000 

52,50,000 

A'enner A T chests 

000,000 

4 

Bamboo (No.) 

150.000,000 

15,00.000 

Furniture (35) 


6 

Dae (Tons.) 

20,000 

1,80,00,000 

Bobbin factory 

12,00,000 

6 

Myrabolams (Tons) 

52,000 

15.10,000 

Match Factory (0) 

0,30,000 

7 

Glitch (Tons.) 

20,000 

0,00,000 

Firewood Ac. .. 

52,50,000 

8 

Sandalwood (Tons.) 

550 

0,00,000 

Resin Ac. 

0,75,00 

0 

Grass A fodder 


75,00,000 

— 


10 

Resin 

2,000 

7*80,000 


11,03(55,000 

11 

Turpentine (gis.) .. 

100,000 

3.50,000 

. 



Total .. 12,01,05.000 

The Possibility of extention'aro at least 50 times as great as the present position indicates. 

+ In regard to the agency best calculated to develop Uic Forest resources, the Government of India liavp 

laid down in their Ilesolutiou reviewing the quinquennial Forest 'Admini.sfrntion (JOOO-IO to 1013-14.) : 

In forest administration the object in view is two-fold; flr.st to conserve and improve the forests, 
and secondly to secure to tlic ta.x-paycr the greatest immediate bcncllt from their connnereJal working. 
To obtain the best commercial results departmcnUil or private agency should be employed as cireumstanccs 
dictate, and iirovided always tlic Government' receives a fair sliarc of tlio profits earned, private agency 
should be freely employed . But when this Is done the term of the contract should on tlie one hand bo 
sutllciently long to enable tlie initial outlay to be recovered, while on the other hand provision should always 
be made for a revision of the rates of royalty at stated intervals so that Government may not be deprived of 
its fair share of any rise in prices which may take place. Sixould it bo found impossible to employ private 
iigeney on these terms, Departmental working should be adopted, and if this cannot be undertaken by the 
trained stall without prejudice to its work of conservation and improvement, there seems to be no reason 
why a separate staff specially trained in commercial exploitation sliould not be employed.” (p. 15. the Work 
of the Forest Department in India.) 

For reasons wliich seem to us conclusive we find no justification for the employment of any private agency 
at all in this great task of conservation and exjiloitation of national resources. Ap.irtfrom a legitimate appre- 
hension of giving rise to indefensible vested interests, ns also the fears of an intense extension of Labour troubles 
we consider tlie use of private interests as financially prejudicial to the in terests of the community, inasmuch 
asthe great dilhculty in the Avay of developing sylvan indu-strios is tho absence of adequate, economic 
means of transport. The only agency that can supply this want is some form of state activity, tho benefit 
ot wiiicti, however, will almost wholly go to such firivatc entrciirononrs. Again, tho latter will demand some 
sort of guarantee of interest, or undertake only those industries which have been demonstrated to bo 
successful by the costly pioneer efforts of the Governiiieiit, .all which would imiiose an unfair hjirdon upon tho 
community at large. Finally, owing to googr.aphlc reasons, forest industries will bo most economlcailv 
developed only on a monopolistic basis, Avliich needs but to be mentioned to be rejected as far as nrivato .aonnov 
is concerned. 



IRRIGATION AND RAILWAYS. 


LXIX. Public Works Department of the Government of India. 

The two branchef of revenue mentioned as the heading of this chapter have 
ever since the' transfer of the Government of India to the British Crown, been great 
spending departments. Eecentlv however, they have become revenue-jdelding 
departments. Until witbin the last twenty years the Kailways were a losing 
concern, taken all in all, while until after the famines of 1897 and 1899, the atten- 
tion of the Government of India was not claimed in equal proportion by Irrigation 
Works along with the Eailways. Apart from the effects of the activities of 
the Public Works department upon trade and industry, and indirectly upon the 
wealth of the people, their finance alone has given rise to considerable and heated 
controversies as to the exact limits of the sphere of state action, the wisdom of meet* 
ing such charges out oi ordinary revenue or out of borrowed funds, &.c. In 
the financial survey of these works attempted in this chapter we can but 
glance briefly at tlie important considerations involved in shaping the 
Public Works Policy as a whole — and that too only in so far as they influence 
the financial side of the enterprise. 

The importance of Irrigation works in India has perhaps not been fully appre- 
ciated by her English rulers, who, in their own island home, with few shallow streams 
and perennially damp weather, could not have any proper appreciation of the 
value of artificial water supply to agriculture. In this country, however, large 
tracts of land — like the desert of Sind and Eajputana or the districts of South-West 
Punjab — are practically rainless and offer no facilities to agriculture unless watered 
artificially. Others again there are, which, like the uplands of the Deccan, make 
cultivation precarious to a degree owing to the irregularity of the rainfall and the 
consequent exposure, of crops for long intervals to a blazing sun. Some crops> 
moreover, like rice and sugar cane, require a sufficiency of water which cannot be 
had, except in the most favoured regions, but by means of Irrigation, Intensive 
cultivation due to an increasing pressure of population has led to double crops being 
grown every year on the same bit of land, but in many regions while the Kharif or 
the autumn harvest can be raised without the aid of artificial water, the Eabi or 
winter crop would be impossible if it depended on rain water for its growth. 

Owing to such conditions irrigation works have in this country always claimed 
the best attention of the rulers. Even now some of the most important canals of 
Northern India and Eeservoirs in the South are nothing more than the restored 
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works of tbe earlier rulers kept in repair; and even wlicn the rulers could not or would 
not undertake vast projects of perpetual benefits, the culiivator could himself 
construct a little well jusix^nough to-waler his own little bit of land. Tn ibe 
folk-lore tind imagery of our country there is no iianrc so familiar as the primitive 
well. Wells and tanks arc the rarliest “of our irrigation works. The simpio 
inundation canals of Sind and the Punjab are probably next in order of time. The 
truly British contribution to the Tirigation system of India con,sist.« in tl)c largo 
works, constructed for the purpose of utilising the surplus waters of largo rivens. 
though even in this direction tlie Mogul forcrunner.s of the Brit i‘^h have loft 
imperishable monuments of their do.sire to consider and ju'ovidc for the welfare 
of the people ruled. 


LXX. HISTORY OF IRRIOATION UNDER BRITISH RULE IN INDIA- 

In the earl}* days of tlic Briti.sh Buie in India they necessarily liad to work 
upon the inheritance that the Briti.sh Governmeut liad received from the formci 
rulers. Thus the Great Barago or Grand Anient — had been built across the width 
ol the Cauvery in the Madras Presidency loiuj before tlie advent of the British. 
The genius of Sir A. Cotton jicrccivcd the value ul thi.s relic of indigenuous rule 
and his tenacity helped to complete its utility by the construction of an Upper 
Annicut across the Coleroou, tints giving the full level required for the utili.^ation 
of the Grand Annicut across tlie Cauvery. TJic irrigation works in the Deltas of 
the Krishna and the Godavari were constructed by the same engineer at a 
cost of 3 crorcs of rupees to irrigate 2 miliions acres of land. In the norlliorn 
provinces, followung the models loft by the Moghul rider, s, Bir Probin Cant ley cotis- 
tructod the great Ganges canal, wliich take.s off from the river at Hard war. and vcluch 
in magnitude and boldness of dG.sign has not been surpas^-'cd by anv otlter irrigation 
work in India or elsewliere. Tlie river sy.stmn of Northern Indian plains afforded 
peculiar advanlagos for the con.strnclion of bold, \as1, canals, which like the Chenab 
Canal of the Punjab, v.’ith their several iumdreus of miles of channel, irrigate millions 
of acres, often reclaiming large tracts of rvaste lands and making them among the 
richest of the cultivated area, s of India. Compared to the magnificient works of the 
Punjab and the United Provincc-s, the Bombay works like the Lake Fife or lake 
Whitney, pale into insignificance. But the Madras triumph in the reservoir at 
Periyar-wliich, constructed on the outer .slope.s of the giiats, cairies the tvator of the 
river by means of a tunnel lln-ongli the intcivening hill, thus turning the river 
back on its own W'ateishod to fnetiiy Inige tiacts-may easily rank among the 
first of the irrigation wonder.s of Iiidiii. 


EARLY FINANCE GF IRRIGATION WORKS. 

The East India Company liau hardly a settled policy to speak of in the finance 
of irrigation as in any other direction, though, after the conquest of the Punjabj 


* So completely was Sir Arthur Cotton identified with initiation projects in India that frivolous people 
in England used to suggest ho had wiitci on his brain. That he could resent the impertinence even whep 
ir, w.as olfered by Lord George Hamilton,- is shown by the lettci lu- '.n.tc to the Secretary of State and 
quoted in his life written by Lady Hope, ids daughter, 




293 


tLe great work of the Baree Doa'n canal was undertaken at the instance of Sir 
John La^Yrence and Lord Dalhousie.* 'Whenever the revenue permitted it a great 
personality like Sir J. Lawrence or Sir A. Cotton could manage to squeeze out 
some portion and devote it to irrigation. But the absence of a settled policy 
allowed these works to be undci taken spasm odicalh-. with little good result com” 
para big to what might be expected. The diligent search for directions in which 
retrenchment could be made after the Mutiny prevented closer attention being 
given to Irrigation works in the early yeans of the .direct rule of the British 
Crown. The whole cost of construction and maintenance v.'as charged to the 
revenue ; and even when the distinction between Ordinary and Extraordinary 
Public works had been introduced in the sixties, f the proiier distinction hetweW 
capital cost and maintenance charges was not always imdcrstood oi\ observed, while 
tile superior claims of the Railways, urged b}' a powerful interest with the vested 
rights of guarantee, were beginning to monopolise the attention of the Indian 
Government, so that in spite of Sir Arthur Cotton’s suggestions that water carriage 
would be cheaper and more suitable to Indian conditions, J all irrigation and 
navigation works received but perfunctory attention. ' The losses suffered by the 
Orissa 'Water Works Companjv the question of sovereign rights in charging vmter 
rates and other such problems led to an early decision in the lime of Sir J. Lawrence’s 
Viccroyalty that all Irrigation works should he constructed out of public funds. 


Further elaboration of the Financial Policy with refer euce to irrigation works 
was postponed during Lord Laurence's tiu)e. The superior demands of barracks 
for European troops prevented any substantial consideration being given to Irriga. 
lion projects. The Orissa famine, and later on the Bengal Famine diverted atten- 
tion to irrigation at first; but the necessity to carry food to the famine-stricken 
areas soon deflected it to Railways. The late famines and the war with Afghanistan 


* Lord Hastings wiotc as early as ISlo aitei liis in.spcction of tlic Jnmnna canal “ I will only say that 
my oYn inspection has fully convinced me of the facility and policy of immediately restoring this noble 
work. Betting aside the consideration oi its ceitain eUectiu bringing into cultivation vast tracts of the 
country now deserted and thereby augmenting importantly tlie landed revenue of the Honorable company 
the dues to be collected from the distribution oi v.ater from it uould make u most lucrative return. " 
(Minute Sept. 21, ISlo quoted Dutt op. dt- p. lOOl'i’his howeve." was with .special reference to a given 
krojeet and can scarcely he called a general pronouncement oi policy. 


t The following is an analysis of the Public works ttrant in 1SG2-3. 

1 Work oi public Improvement . . 2,380,000 

2 Eailway Supervision and cost of laud 132,500 

3 Loss by llailway L.vcliange . . 360,300 

4 Civil Buildings .- .. 570,000 

5 Military 'Works ordinarj' . . . . • • . . . . . . 650,000 

a ,, ,, ,, H.vtraordinary .. .. .. .. 50,000 

7 Income (1 %) Ta.v appropriation 380,000 


Total .. .. 4,528,800 


t Before a select committee of the House of commons appointed January 28, 1878 Sir Arthur Cotton 
deposed that the railways did not provide food for man and beast, ; did not carryy qlie whole traffic of the 
country; did not carry it cheaply enough; didnotpayiutercstoncostand debt; didnotdrain the country 
and did not provide di'inking water for tlie country. He proposed 4 main lines of Navigation cannals 
(1) Calcutta to Karachi up the Gan'ges and down the Indus (2) to Cocauada to Surat up the Godavary 
and domi tlic Tnpti (S) Up the Toongbhadra and Coimbatore. 



gave no more surplus wlietLer fron? regular revenues or borrowed funds to be de- 
voted to irrigation. The marginal table shows tbe total 
amount spent on irrigation works between 1870-80. 


Year. 


£. 

1870 


2,695,465 

718,438 

1871 


1872 


983,864 

1873 


770,920 

1874 


1,108,682 

1875 


1,235,391 

1876 


1,105,445 

1877 


943,423 

1878 


806,084 

1879 • . . 


794,654 

1880 


598,837 


Total 


2 Dutt. p. 362. 


11,851,103 invested, in increasing tlie wealth of the country in 
ordinary years and in preventing or mitigating famine 
in years of drought, ” But the continued fall in the value of the rupee made the 
CTOvernment of India unwiling to undertake any borrowing in England in order 
to avoid piling up sterling indebtedness and the construction of large works out 
of current revenues was not to be thought of. The Russian scare and tbe, 
increase in the Army, the frontier troubles and the loss of Customs revenue, 
the famines of 1897 and 1899 and. the new scourge of plague strained almost to 
snapping point the resources of the Government of India. Before the next, great 
Indian Irrigation Commission reported in 1903, the position was: that out of 226 
milUon acres annually under crop in the il-rigated areas and provinces of British 
India, 44 million acres or about 20% were ordinarily irrigated. Of these 181 
million acres or 42 percent, was watered by public irrigation works (canals and 
tanks); while the remaining 25.1 million acres or 58 per cent from privat works. 
Of these more than half was irrigated by wells. From 1875 to 1900 the area 
irrigated from .state works had increa-sed from lO.l million to 181 million acres 
and that from private works by 3 million acres.f The financial results are shown 
in this table. 


Class of Works. 


Major works 

Minor works With cap. a 'c 
Other minor works 

Total 


Capital out 
lay to end 
of 1900-1 
Rs.' 

36,62, 72, OqO 
3,20,04,000 


Net Revenue Net revenue 
in lakhs. le.s.s inter'-.st 

Rs. Rs. 

2.59.70.000 1 ,1 3.15,0003% 

19.18.000 6,38,000 2% 

87.87.000 87,87,000 


39,83,76,000 3,66.75,000 2,07.10,000 


The Commission reported that the field for the construction of new works of 
any magnitude of which the net revenue would leave a surplus after paying interest 
charges was restricted to the Punjab, Sind and parts of i\radras. These works 
the)^ recommended, should be constructed as fast as possible, not merely as they 


The Expenditure on llailway.s no douht ■ continued during this period as before’ but ns willhe 


. Baring 

•j- These figures do not include the area under irrigjition in the N.ative sl.ates. Tli6 totiil area irricafo 1 
in tbe whole of India was estimated by the Coniini.ssion at 63 million acres.f? 19 million from C-rnals lo 
million wells, 10 millions from Tanks and the rest from miscellaneous sources. ‘ ’ ^ 
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would be profitable investments but also because they would increase the food 
supply of the country.* As regards works designed as a protection against 
famine tbe commission worked out coniiirebensive proposals for a general policy, by 
taking first the case of a single district frequently experiencing famine; calculated 
the cost of famine relief in such a district and also the cost of possible irrigation 
works for it ; and then made their recommendations on a comparison of the two 
Thus taking the single district of Sholapur, which is the most famine suceptible in 
the whole of India, the Commission calculated the average annual cost of famine 
relief in it at 6 Lakhs of rupees. Making allowance for the fact that it is more 
advantageous to prevent famine than to relieve distress when it has ocurred, they 
estimated that on such a basis the State would be justified in protecting such a 
district at the cost of Rs. 221 per acre. For the general protection of the Bombay 
Deccan they recommended the construction of canals from storage works on the 
ghats where the rainfall has never been known to fail even in the driest years. 
It would impose a permanent annual burden of 74 lacs on the state tlirough the 
excess of interest charges on the capital cost over the net revenue produce from 
these works. On the other hand, if the suggested works were all constructed 
there would be a considerable reduction, in the cost of famine relief in future years 
of famine, estimated by the commission at Rs. 31 lakhs. This would leave a net 
difference against the state of Rs. 44 lakhs a year — an amount which may well be 
considered as no more than the proper price paid for the protection against famine 


and other incidental advantages resulting from this pj’ogramme. 

Besides recommending the restoration or reconstruction of sundry other 
works, the Commission further sketched a rough programmef of new major works 

* The test of a productive work requires that within ten years of its commDComent, the — g iote ie t 
should meet all the working expense: as well as the Interest charge from the date of its initiation incluhvp 

The following table shows the present position (1916-17) of tlie Major Productive Irrigation wnrl-s 
none of tlie llaihvay companies could have satisfied the rigid test laid down for .a-productive irrigation wosSr 
nor shown the position afer meeting all charges that the irrigation works sliow. The whole cost of tlie=ip 
works, it may be noted, including any extension or improvements, is met out of capital funds loaned to the 
project. 

Name. 


Godavery system . . ' 

Krishna , , 

Periyar , , 

Ganges Canal 
Lower Ganges Canal 
Agra Canal 
Western Jamna Canal 
Upper Bari Canal . . 

Lower Chennab 
Lower Jhelum 
Sirhind Canal 

1 The following are among the chief w 


Capital outlay. 
Ks. 

1.50.00. 000 

1.63.00. 000 

1.07.00. 000 

3.87.00. 000 

4.17.00. 000 

1.23.00. 000 

1.77.00. 000 

2.18.00. 000 

3.24.00. 000 

1.59.00. 000 


P. C. 

21.1 

17.4 

3.9 

10.2 

5.7 

6.5 

10.2 

17.4 

43.6 

23.6 

11.6 


2,56,00,000 

vorks suggested by tlie Commission : — 

(1) The Punjab triple project the Upper Jhelum, the Upper Chenab and the Lower Bari Doab at 
a total estimated cost of Bs. 101 crores, sanctioned 1904, now completed. 

(2) The Sind Sagar Canal: deferred. 

(3) Woolar lake storage— Kashmir— suggested by the Commission in aid of the Punjab triple Project 

was dropped by the Government in 1905, taut has since been sanctioned. 

4) Sutlej Valley Project, rmder investigation. 

(5) Sind Irrigatin by Sukkur Barrage and Canalisation of tlie Indus— not approved by the Secretary 

of State, but still under investigation — estimated cost of 7J crores of rupees. ‘ 

(6) Nira canal in the Bombay Deccan estimated to cost 2 crores and 57 lakns was sanctioned aa a 
Potactive work in 1912 and will nob be completed till 1913. The Gogak canal in tbe same region re* • 
cently sanctioned as Protective measure ’s estimate to cost Es. 197 lakhs. 

In Madras, United Provinces and Central Provinces similar suggestions were made by the commission 
which are at Various stages of development ; 

The works of this class still under construction are (1916-17) 

Es. 

Upper Chenab Canal Estimated cost . , . . . . 306 laklis 


1 . 

2 . 

3. 

4. 

5. 


Upper Jhelum Canal 
Lower Bari Doab Canal 
Upper Surat Canal 
Malian ady Canal 


451 

220 

206 

99' 


i 4 




Total 


1,241 



-^'»Pee5. iTn ^ . . 

•‘ r ~ 

aet effpn/- r “atioa of 

^"^'eroinent of f,, r ^'««fais,ioii’. 

*«cta,Wd tie® "■“'' “"ifcm ,2 ,,a, t 

r "■ ' ~ "'S'rf 

'“stceMtu. ^ finajices of , r outhienl- cAT'' ‘'"= 

fi .-0 yea, “f '■'« i,; '“ '■«■'■■» to „„,, j; JX-t i«o eie. 

Pot'cy ,re j,„„t /■ "'Me eiupjl . °" tx'"S!'am„,s '™‘’'Xioms ,vou]d be 

‘'“X oee-ti,>,, „f “ 7““ 'o-se „.„ . "‘■'■e®a,y Ji,„i;,fi Wigatiop 

t'™wi„s beloiv s °'’* ““ ‘tie l>v ivelj, , IXXbabJy 

ecaiise oi ibe ,pj,|j. °‘ 'ie .3u„t,,.j„j. j. '‘‘ive a,, ajj, ” '"' ‘‘“''ij bolding - 

'"'«Hl- entera at ali'i , „f ,f‘'""'^".g over tbe 

^ISncuburai l, o / J^^uic „,,, f™''«'XH,en( of J,,,.: “""xg of'„.aj,a 

r:f of ;'x*x bave 0 : ' «xa,,,a,.p o,ade by a”, 

“‘--■e de,.e,„,„:4,7;‘'=x xod to bebe,," Wo 

,xxn^-!_tion. „-/ “f xa«a,iaa„„„ t'x-‘ gl-eat,.,. 

“'X&icai, a tbe xxdi„„ ., ‘’'X- "xpoatant , , . ‘“f ‘Ae 

” i :;;;'--‘-x on ,b„ 

° xanab conaitaca/, " xoffla-,,. '’''x «*i).„„d ,n.„- "'"x of aeeds 

“"“^x Xfigana,® 'xx ‘^x “'''t,..!, ‘"x “Veto ^xxtxaii,, Aave 

xoostfuet “““xxxoaa ‘xfe. xot abaoJ„fe 

- -Ze:r " ,.x^.-a tlri-t. ago ■ 

xtotb,,ir'“"xx..odef ae,d„ 


' 297 

irrigation works on a large scale ; and assuming that the amount and the value of 
crops have been much increased, — and that a reliable insurance against famine 
guaranteed ; we must in normal years yet provide for the removal of the surplus 
foodstuffs. Railways or navigation canals there must be, whatever may be- the 
vigour with which irrigation works are prosecutid. And, from a purely financial 
standpoint, it is also clear that if all classes of productive public works are to be 
constructed out of borrowed capital, the amount available for irrigation must 
necessarih’- be the remainder after the other works have been provided for or at 
least in proportion. This would also be an effective limitation on the most 
enthusiastic or ambitious irrigation minister. 

The foregoing -remarks must not be taken to imply any doubt of the value 
of irrigation works in India, nor any approval of the relative indifference with which 
these works were treated by the Government of India all tlu'ough the nineteenth 
centiuy. It is a moot question discussed a little more full}’- below whether, consider- 
ing the poverty of India, the Government of India were well-advised to construct 
Railways at the rate and in the way they did, while Irrigation or navigation works 
were neglected. But the present question of Irrigation Finance must be taken to 
be indissolubly involved in the agrarian problem as a whole. According as the size 
of the average holding is large or small would the requirement of Irrigation be 
different and so also the financing. 

LXXI. THE IRRIGATION REVENUE. 

The irrigation revenue of the Government of India is derived almost wholly 
in the form, either ot enhanced Land Revenue, or own'ers’ or occupier’s rates. They 
necessarily va-fy very much according to the crop irrigated, the quantity of Avater 
required, and the time at which it is required, the quality of the soil, the intensity 
and constanc}t‘df the demand and .the value of irrigation in increasing the outtm’n. 
Thus near Poona, for lands raising sugar-cane, as much as Rs. 50 per acre is paid; 
but this is exceptional; is confined to a very limited area, and is at all possible 
because the cultivator can raise a crop Avhich pays as much as Rupees 800 per acre. 
In other parts of the Moola canal the rate A'^aries from Rs. 40 per acre to Rs.- 12, 
and in the rest of the Bombay' Deccan Rs. 25 to Rs. 10 per acre. In Madras the 
maximum rate for sugar cane is Rs. 10, andinthe Punjab Rs. 8/8 on rice, Madras 
charges betAveen Rs. 5 to Rs. 2 per acre. In both these provinces Irrigation is 
confined to rice almost AA'-holly. In the Punjab, Avhere Avheat also is groAAm by 
irrigation, the rate varies from Rs. 7 to Rs.3/4 the ordinary AA’heat charge varying 
from Rs. 4/4 to 3/12 and for fodder crojis from Rs. 3 to 2/8 per acre. The 
average rate realised from Major Irrigation Avorks pfall kinds is Rs. 3/8 per acre. 


38 
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THE FOLLOWING TABLE SHOWS THE REVENUE 
FROM IRRIGATION WORKS. 


Year. 

1881-82 


4 

» • 

• • 

• * 

• 

Gross 

Revenue. 

1,479,459 

Expeudituro 

2,048,356 

Net 

Revenue 

—568,897 

1891-92 

• • 

• • 

• • 

4 4 


2,272,040 

2,945,019 

—673,021 

1892-93 

t • 

• • 

• • 



2,418,902 

2,940,479 

—521,577 

1893-94 

• ■ 

• • 

. . 



. 2,296,409 

2,862,567 

—566,158 

1894-95 

• • 


• . 



2,338,815 

2,952,780 

—613,965 

1895-96 

• • 


. • 



2,299,953 

2,976,31 

—4576,358 

1896-97 

• • 





3,150,639 

3,251,009 

—100,370 

1897-98 

• • 


• * 


• .4 

3,569,864 

3,144,085 

—425,779 

1898-99 

. - 


4 4 



3,463,574 

3,193,437 

270,077 

1899-00 

. • 


4 4 



2,399s862 

2,263,475 

136,387 

1900-01 

. • 


4 4 



2,555,919 

2,320,327 

230,592 

1901-02 

. • 


4 4 



2,-537,573 

2,364,701 

172,872 

1902-03 

• • 

• 

4 4 

• 


2,768,990 

2,575,244 

193,746 

1903-04 

. . 


4 4 



•2,911,763 

2,880,007 

231,756 

1904-05 

. . 

• • 

4 4 


• 

3,071,036 

2,786,353 

284,683 

1905-06 

. • 

« • 

4 4 



3,006,663 

■ 2,880,432 

126,231 

1906-07 

. • 

• 4 

4 4 



3,538,260 

2,768,705 

769,455 

1907-08 

. . 


4 4 



3,480,592 

2,834,117- 

646,475 

1908-09 

• • 

4 4 

t 4 4 

4 


3,558,002 

2,949,179 

608,823 

1909-10 

. • 

• « 

• • 

« 


3,660,156 

3,053,857 

606,299 

1910-11 

. • 

• * 

4 4 

4 


3,694,521 

3,1 10; 1-34 

584,387 

1911-12 

• • 

• • 

4 4 

4 


3,980,052 

^,174,883 

805,169 

1912-13 

• • 

0 • 

• • 

• 


4,411,217 

3, 301, 928-' 

1,109,289 

1913-14 

« • 

0 • 

4 4 

4 


4,713,159 

3,531,867 

1,18!,292 

1914-15 


• * 

• 4 

4 • 


4,680,909 

3,754,268 

926,641 

1915-16 

, , 

• * 

, , 

4 • 


4,680,969 

3,754,268 

926,701 

1916-17 



4 4 

4 4 


5,155,624 

3,549,912 

1,605,712 

-1917-18 

. • 


• 4 



5,063,879 

3,784,838 

1,279,041 

1918-19 



• • 

• • 

4 4 

■ 5,346,507 

3,988,300 

1,358,207 

1919-20 

, • 


4 4 

• 

4 . 

5,843,600 

4,071,100 

1,772,500 


1920-21 


5,946,200* 


* The figures for the earlier years ns shown in the published aecounts are so mixed up with ex- 
traordinary Grants tliat wo have not seen lit to append the earlier figures. In tiie above table the figures 
lor 1019-110 are revised Estimates, while those for 1920-21 are for Budget Estim.ates. All figures are 
in sterling, eonveved up to 1892^ at the old conventional rate of Bs. 10 equal £ 1, and thereafter at the 
new conventional rate of Ks. 15 equals £1. 
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Year. 


1901- 02 

1902- 03 

1903- 0i 

1904- 05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 

1910- 11 

1911 - 12 

1912 - 13 

191 3- 1 4 

1914 - 15 

1915- 16 

1916- 17 

1917- 18 

1918- 19 

1919 - 20 

Year. 


1901- 02 

1902- 03 

1903- 01 

1904- 05 

1905- 06 

1906- 07 

1907 - 08 

1908 - 09 

1909 - 10 

1910- 11 

1911 - 12 

1912 - 13 

1913- 14 

1914- 15 

1915- l'6 

1916 - 17 

1917- 18 

1918- 19 

1919 - 20 


Direct 

Land 

]\Iinor 

Receipts. 

Revenue. 

Works! 

1,554,576 

• 813,397 

164,598 

31,816,268 

814,393 

138,329 

1,920,030 

837,139 

154,591 

1,994,331 

893,250 

183,455 

1,869,166 

893,779 

168,728 

1,342,231 

1,006,951 

189,049 

■ 2,208,014 

1,040,523 

232.015 

2,247,624 

1,091,044 

219,334 

2.307,077 

1,117,388 

235,691 

2.288,051 

1,178,005 

228,065 

2,381,533 

l’, 351, 465 

247,054 

2,607,478 

1,538,245 

265,494 

2,765,916 

1,614,374 

262,819 

2,758,490 

1,667,864 

251,615 

2,737,991 

1,773,720 

267,368 

3,011,227 

1,827,108 

317,266 

2,990,581 

1,768,895 

304,403 

3,132,500 

1,937,300 

332.400 

3,224,950 

1,959,000 

326,000 

Jlajor works. 


Minor. 

Working. 

Interest 

Worlcs. 

£. 

£. 

£. 

701,920 

944,123 

718,658 

754,610 

969,105 

851,529 

810,751 

994,235 

875,021 

875,281 

1,015,224 

895,848 

899,823 

1,041,456 

941,153 

944,632 

935,231 

888,842 

1,004,009 

980,912 

849,196 

1,036,589 

1,058,711 

895,263 

1,094,211 

1,115,410 

900,935 

1,109,621 

1,182,867 

885,103 

1,145,103 

1,282,513 

846,913 

1,168,440- 

1,304,846 

850,975 

1,214,443 

1,409,529 

928,889 

1,289,393 

1,454,350 

882,104 

1,374,920 

1,451,350 

882,104 

1,351,194 • 

1,413,205 

755,513 

1,404,487 

1,515,595 • 

864 756 

1,409,900 

1,540,200 

1,30,200 

1,418,100 

1,663,700 

1,089,300 


i 
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^he tables above show the details of the public Irrigations Works, 
both Major and Minor, productive and protective. In a pi'oper appreciation of 
these figures it is necessary to bear in mind the different characteristics of the 
different works. The Productive Works are those of a remunerative cliaracter under- 
taken in the interests of general agricultural development of the country. Both their 
first cost and any subserjuent expenditure on extensions and improvements 
are met from Loan Funds. Protective Works are those, which, although not 
directly remunerative to the extent which ivould justify their inclusion in tlie class 
of productive works, are constructed with a view to the protection of the tracts 
liable to frequent famines, affording a relief in the periodical expenditure on famine. 
The cost of these works is charged gainst the current revenues, generally met 
from the annual grant for Famine Relief and Insimance. Minor Works comprise 
those Irrigation and Navigation works, not classed as Productive or Protective' 
and agricultural works undertaken for the general improvement of the country. 
The Outlay is met from .current revenues. When any works of this elass cost 
more than 50,000 Rupees, both capital and revenue accounts are kept, provided 
it is estimated that their revenue would pay the working expenses. There are 1 21 
such works, with a total capital outlay of Rs. 665 Lakhs, and a surplus of 40^ Lakhs 
in ] 976-1 7. We may sum up the general position of Irrigation by saying that the 
total area irrigated from Public Works of all kinds exceeded 26 millions acres 
being over 13 % of the total cropped area in British India ; that it has cost the 
State by waj^ of capital outlay on these works Rs. 71,24,00,000 in round figures, 
yielding a net revenue of over 5 crores from the Major Productive Works ; that 
the value of crops raised in a single year has been estimated at Rs. 92 crores 
nearly or the whole, capital outlay and a quarter over again.* 


*' The following extract from the report of the Indian Indnsf rial Coinini&sion (1918) is ilUiniinating “We' 
cannot do more than indicate very roughly the extent to whicli the development of irrigation by mechanical 
methods may ultimatly he carried and the .following observations are only intended to convey some notion 
of wliat is possible. There are at least 3 million wells in India from which water is lifted' for irrigation 
and the number of men and cattle employed on this work is very large. Tlie Indian irrigation Commission 
of 1901-3 reported that tlie area under wells was not less tlian IG million acres'and tliey remarked *Tt may 
not be too sanguine to look forward to a period when the area under welli rfigation may tliroughout have been 
doubled”. Since this opinion was expressed meclianieal methods of lifting water liave improved from wliicii 
water can now be profitably raisedis at least tnice what it was 15 years ago. Tliis enormously increases tlie 
volume of underground water’ wldcli can be tapjied and consequently tlie area wliicli ouglit to be hrouglit 
under irrigation. Within tlie lust few yeai.s fully 1,000 pumping stations liave been estahiislied in tlie 
Soutli of India and the number is large enough to warrant the general conclusion tliat meclianieal methods 
of lifting water for irrigation can he employed in India on a veiy extended scale. Even if no more than 5% ■ 
of the wells used for irrigation tiie use of small iiieclianically driven pumps u'ere practicable, and the ar«a 
under well irrigation developed to tlie extent tlie Irrigation Commission anticipated, tliis would mean an em 
ployment of about 300,000 pumping sets at an -initial capital outlay of sometliing like 30 crores of rupees 
with annual working expenses of probably not less tlian 0 crores and with tlie result of very iarg« 
gains to the cultivators ” (Para 88). 
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PROGRESS OF BIG WORKS. 

The Statement shows the propfress made in the development of Major Works 
(Productive and Protective) during the last 30 years : — 

Mileage of 

Channels. Capital. Capital 
Main Distribu- outlay outlay Net Ai’ea 

Canal tion. of 1 year, to end Revenue Irrigated. 

of 1916-17 




i\Iiles. 

Miles. 

Lakhs. 

Lakhs. 

Lakhs 

Thousands 





of Rs. 

of Rs. 

of Rs. 

of Acres. 

1887-88 

• 

5,571 

17,524 

62 

2,576 

88 

5,769 

1888-89 

• • 

5,542 

19,996 

54 

2,629 

101 

6,556 

1889-90 


5,650 

20,308 

36 

2,675 

109 

7,041 

1890-91 


6,16-5 

21,399 58,27,33 

2,733 

124 

7,177 

1891-92 


6,282 

22,315 

81 

2,941 

127 

7,560 

1892-93 


6,620 

22,541 

60 

3,002 

139 

7,066 

1893-94 


6,687 

23,277 

76 

3,080 

125 

6,953 

1894-95 


6,746 

23,800 

65 

3,148 

129 

6,193 

1895-96 


6 753 

24,313 

74 

3,226 

126 

7,955 

1896-97 


6,139 

25.475 

79 

3,309 

201 

10,173 

1897-98 


6,857 

26,018 

74 

3,387 

238 

10,246 

1898-99 


7,186 

26,971 

79 

3,457 

222 

9,858 

1899-00 


7,168 

27,43! 

— t 

1 

3,554 

231 

10,918 

1900-01 


7,836 

28.1 

68, 

3,652 

250 

10,922 

1901-02 

. , 

8,012 

25,740 

94 

3,744 

244 

11,648 

1902-03 


9,187 

26,738 

90 

3,951 

274 

11,832 

1903-04 


9,228 

27,331 

76 

4.031 

284 

13,008 

1904-Ou 


9,440 

27,659 

120 

4,163 

293 

12,641 

1903-06 


9,456 

27,350 

166 

4,-336 

282 

14,676 

1906-07 


10.430 

28 755 

183 

4,583 

351 

13,651 

1908-09 


10,665 

29,590 

203 

4,795 

327 

14,286 

1910-10 


10,843 

30,541 

219 

5,030 

335 

14,469 

1910-11 


11,029 

32,357 

232 

5,271 

339 

14,252 

1911-12 


11,398 

33,165 

286 

5,568 

344 

14,163 

1912-13 


11,769 

32,257 

273 

5,110 

378 

15,258 ‘ 

1913-14 


12,272 

33,165 

278 

6,089 

436 

, 14,649 

1914-15 


12,366 

34,155 

252 

6,338 

475 

15,243 

1915-16 


12,574 

34,800 

198 

6,535 

460 

16,054 

1916-17 


12,782 

35,635 

124 

6,666 

508 

17,438 

In round figures the Productive Maj 

or works have cost 57 crores, the Protective 

works 7 crores and the minor works^have cost 6 . 5 crores in all over 70 crores, Tlie 
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total gross revemic is nearly 10 crores while the net revenue is nearly'’ 6.5 crores 
the percentage of net revenue to total outlay being over 7 % the net profit to the 
state being about 3 crores. Reckoning from 1887 the total net revenue in the 30 
3 ^ears have more than paid off the total capital outlay on these works. 

LXXH. FUTURE OF IRRIGATION FINANCE. 


Provinces. 

]\Iadras 

Bombay & Si ml 
Bengal . . 

Bihar . . 

Punjab 

United Provinces 
Punjab 

Centr.al Provinces 
Baluchistan . . 


Crores. 

0.80 
.40 
.88 
7.81 
. 1 .} 
8 . 7 i> 
0.01 
1.73 


Tlicse handsome results do not however, suggest 
that we have come to the end of our programme of 
Irrigation works. Taking onh^ the Projects now unde^ 
Tnve.stigatio'i the estimated additional outlavs is over 
51 crores of rupees for wells and minor work and 15 
crores for mechanical appliances like pumping sets. 
The total irrigation needs of India may be c.stimated to fall pot much short of 
Rs. 100 crores which would add about 20 million acres to the irrigared area, 
and over 100 crores to the value of the crop.s. This e.srimatc. it may also be 
noted, is entireh' independent of anv other developments in canals e. g. for 
navigation juirposes. The whole of this sum cannot be .spent, out of revenue.s, 
though, if the programme were properly distributed over 'a period of lOvears 
the total annual charge would perhaps not exceed Rs. 10 crores — a sum whicli may 
with little difficulty be found fi’om the current revenues if the suggestions made 
in the foregoing chapters of the present section were adopted. If, however, the 
annual charge on current revenues is limited to Rs. 5 crores, and the remaining 5 
crores found out of monies borrowed by the agriculturist from a state guaranteed 
Land Bank, there ought to be no difficulty in financing these projecte. And, if, 
in proportion as the revenue from the works grows, the loan operations are curtail- 
ed or allowed with more advantageous conditions, the net burden even bv way 
of interest charge ought to prove insignificant. 


RAILWAYS IN INDIA. 

LXXIIl. HISTORY OF INDIAN RAILWAYS. 

f 

The Railway enterprise in India may be said to date from 1815 when private 
ssociations were authorised to start the lines from Calcutta to Raniganj (120 
miles ) by the Bast Indian Railway Company ; Bombay to Kalyan (33 miles) 
by the Great Indian Peninsula Raihvay ; and Madras to Arkonam (39 miles) by 
■fehe Madras Railway Company. These companies, however, soon found that it 
was impossible to raise the necessary capital without some sort of a Government 
Guarantee, and it was feared that the projects might have to be abandoned if n© 
guarantee was forthcoming. On their side tlie Company’s Government were 
appreciating the advantages from a military standpoint of linking up the 
chief centres in India by rail j and they were thus not unwilling to listen to pro- 
jects of railway enterprise, if necessary at some cost to the Govermnent. In 
a great lengthy minute of 1855 Lord I)alho.sie, the then Governor-General, pointed 



out the uiiiieiise politicaJ, strategical and commercial advantages expected 
from Railway lines linlving up the principal cities of India : and to that end 
drew up a comprehensive scheme of trunk lines to link up the Presidenej^ 
towns and the inland centres with one another and with the ports. The Board 
of Directors appreciated the value of the scheme mapped out by the great Pro- 
consul, his arguments being driven home soon after by the Slutin)'^ when 
the absence of rapid means of communications was severely felt.-^ It was 
^ssumed^ not without some justice, that the ignorance of the nature of the venture 
would prevent the Indian capitalist from undertaking these projects ; while it was 
clear that English capital would not be forthcoming in sufficient quantities in the 
absence of some guarantee of return.f The Government, therefore, offered a 
guarantee of a minimum return of 6 % per annum on the capital invested, in 
addition to giving freeh' all land required for the construction of the permanent 
way the stations, the sheds, siding.s, etc. The interest was to be paid from the 
date the capital was subscribed ; and, in order to elimminate the uncertainty 
of Exchange, it was agreed that the proceeds from the revenues were to be converted 
jnto sterling at 22d. per rupee, and that interest on the guaranteed capital was also 
to be paid at the same fixed rate |. The Government retained the right of 
sharing equally with the companies the surplus profits whenever tiiey exceeded 
the guaranteed minimum, so that if the total profits amounted to 7 % , 5 % 
would go to the companies as the guaranteed minnnum and the remaining 
2 % would be shared equally, Government getting one per cent out of 7 % of re- 
venue, and the Companies getting 6%'. The companies were bound at the end 
of 25 years to sell their railways to the Government on fixed terms, while 


* It is a curious point to note tluit while almost all the railways in Bnglaml have been conisdereil exclusive- 
ly iroiu the stand point ol commercial gairl, without mucli legard to the military factor in alignment and 
construction, in India, tlie mhitaiy lactoi ha.s never been absent and in some cases as those of the Brontfer 
Hallways it was the dictating faetoi. It is a proper question to asic in discussing Indian Ilailway Finance 
wlietlier tlie accounts of tlic two ought not to liave heen kept .apart, wliether dilfereut treatment was 
not necessary from the beginning. 

•f Tliat the lirst companies got excessively advantageous terms can be shov n from the free grant 
of all lauds added to tlie guarantee oi 5 % The following extract from tlie e\idence ol Thoniton before the 
Parliamentary Committee ot n572 is interesting ; — do believe uugnarantced capital would have gone into 
Indiafor the construction of railways had it not been for the guarantee. Consklcnng lion tins countrj is alw ays 
growing in wealth and that an immense amount of capital is seeking investment wliich it cannot liiid in 
iJugland and goes to South America and other countries abroad, I cannot conceive that it would presistent* 
ly have neglected India.” (Dutt op- cit. p. 354). 

Strachey oy. cit. p. 121. summarises the total public works account thus : — 


£. 

Total Guaranteed Ilailway capital . . . . . . 97,728,000 

Gross receipts therefrom,.’ 12,005! 000 

Net receipts therefrom 5,495,000 

Interest charge . . 4,599,000 

Net Government lleccipts after payment of all Inteies 337,000 


n. 

Total State Ilailway capital 
Gross receipts therefrom 
Net receipts therelrom . . 

Net charge after paying interest 


£. 

20,089,000 

2,175,000 

602,000 

008,000 


HL 

Total Irrigation capital . 

Gross receipts 

Net lleccipts therefrom . 

Net income after interest. 

Total capital outlay 

Gross receipts 

Net receipts 

Interest charge 

Neb charge on exchequer 


£. 


17.080.000 
1,357,000 

927.000 
76,000 

142.223,000 . 

15.597.000 

7.021.000 

7.219.000 

195.000 




over'*tl'° giiarautco GoVerninont wel'o to cxeroiso close control 

otei the operations in India. 

to 'tlm Govera, n"" *''“*■ unlavourable 

P tl Zu ■ r: .‘''“r 8“”-“- >«<! been introdneed no 

WJietber it Z”' to tJic companies to economise. 

c!™lic , indifierence of tl.e 

ZZ™ ■ of H ot Government offioens wbo were to control tbe 

we , f , '=““1'“'"'^. *!■« '■••ct remained that the guaranteed railways 

e e loi a long tune a while elephant on the Indian Excbeniier.* The Govern- 

liient were by no means the last to realise the costliness of the Indian Railwav 
system, and Lord Lawrence decided in 1869 to construct new railways directly 
by the agency o the Slate from funds obtained by borrowing or from current 

Zro ' 3- 7 “■ " “ ■™™"- 

»ua,,e -3 was adopled as against the ri'-G" guage of the guaranteed 
companies. The additional charge involved by way of interest on borrowed 
capital was considered by the Government of India reasonable price for the 
ta.v-poyei to meet in view of the advantages of the Railway system. The follow' 
ngubleukcn fiom .Strachei-’s ' hinances and Public Worhs of India ” indicates 
the progress niiide iii tliis direction u 2 )to 1880. 


N. B.— The figures arc in tliousunds sterling : 


Year. 

Guaranteed Raihi 
Cap. Int. 

:n vs 

Net 

He venue. 

Slate Railway 
' Net Capital. Gross W. E. 
Cliarges. Receipts. 

'S 

Jnt. 

Total f 
N. C. on 
Rv’. a.'c 

1868-9 

.. 79,168 

3,878 

1,900 

1,912 

553 

13 

30 

10 

1.929 

1809-0 

.. 83,911 

• 1.126 

2,618 

1589 

• 744 

8 

9 

30 

1.620 

• 1870-1 

.. 87,689 

4,342 

2,557 

1,888 

1,193 

‘ 8 

9 

40 

1,909 

1871-2 

.. 90,183 

1,542 

2,877 

1,721 

1,838 

4 

8 

61 

1,796 

1872-3 

.. 90,631 

4,008 

2,554 

2,215 

3,252 

17 

1 1 

t • 

115 

2 324 

1873-4 

. 91,354 

4,618 

3,211 

1.529 

5,606 

40 

40 

168 

1,703 

1874-5 

. 92,442 

4,644 

3,455 

1.244 

8,620 

131 

86 

284 

1.483 

1875-6 

. p 3,393 

4,638 

3,729 

992 

n ,785 

290 

L 93 

410 

1,305 

1876-7 

. 94,108 

4,659 

4,433 

278 

14,651 

272 

283 

530 

710 

1877-8 

. 95,431 

4,655 

5,397 

675 

18,636 

549 

421 

664 

139 

1878-9 

. 90,445 

4 , 705 - 

4,023 

740 

21,964 

. 966 

734 

918 

1,426 

1879-0 

. 96,794 

4,708 

4,924 

110 

24,644 

1,549 

1,215 

1,058 

614 

1880-1 

. 97,728 

4,599 

4,936 

337 

26,689 

2,175 

1,573 

1,210 

271 




\ • 




Total 


17,238 



of 
U i 

to 

estimated 
, tion - 

’ millions 1_. , 

guaranteed interest." Dutt- op. cit. p. duS- a. 

•\ In tlie above statement Uaj). Capital. Int liili.rps( v o 

G. ll.--aross lleccipts, W. ii.— f orking e.xpeuses. *'• 


-K^et ileceiptb ; K. C. !Nct charge 



On the combined railway account this gives a toal capital out lay £124,4:17,000 
and a total loss of nearly £17 Millions sterling in 12 years. We may here 
close the first stage of the history of Indian Railway Finance (1846-1880). During 
35 years of intermittant activity about 9891 miles of railways bad been cons- 
tructed at a total loss of nearl}’’ 25 Million sterling. The Guarantee system was 
proved to be wasteful in the extreme and the alternative of direct State agency 
was substituted. The loss involved in the new policy was demonstrably not 
greater than the loss involved in the Guarantee system. But even assuming 
the loss as a fast diminishing quantity it could well be treated as a resonable 
charge on the tax-payer for the facilities obtained, f 

LXXIV. SECOND STAGE OF RAILWAY FINANCE 1880=1900. 


Though the moral and material progress report of T873 had declared : — 

“ Railways are now almost completed so that with the cessation of very heavy outlay 
on construction the financial position may be expected to improve.” 

Yet the possibilities of new regions being opened up went on making 
continually increasing demands on the revenues and credit of India for the purpose 
of Railway extension. The new policy- of direct construction through' the 
agency of the State received soon after its inception a serious set back. The 
Government of India were obliged to borrow in the London market ryliatever 
their needs; and the heavy famine and war charges in the decade 1870-1880 made 
it impossible to depend only on the funds that Government could conveniently 
spare for railway construction in ■•’■iew of the great advantages of a large railway 
system. J For military reasons many railways originally started on the metre 
guage by the State had to be converted into broad guage at a tremendous loss* 
On the other hand a reversion to the policy of inducing private capital to take 
up railway enterprise in India -was becoming more than ever difficult, as the 
Government were anxious to curtail their obligations in sterling as much as pos- 
sible owing to a continued fall in the va^lue of the rupee. A Committee of the 
House of Commons had found in 1 879 that the prosecution of Productive Public 
works would necessarily proceed very slowly if reliance were placed exclusively on 


* The above flfnires work out an average cost per mile of Eailway in India at £ 12 WTJ a cost far in 
pveess of tlie English Railroad construction when we consider that (1) in India the Railway companies have 
had a free grant of all land reauired and (2) that they have had no preliminary expenses such as the 
Endlsh Railway companies have had to undergo in obtaining Parliamentary sanctiqn. If all the land taken 
by railways upto 1881 is included the ciipital cost would increase by at least 25 Million or which would 
raise the cost to £15,000 per mile. 


+ For a long time the loss on exchange was the most important factor of the deficit 
in the Railway budgets- The Welby Commission found tliat the Railways would have been profitable 
much earlier and certainly in 1894-95 if exchange were anywhere near the agreed figure or even near Is. 4d. 
The cliarge on exchange alone ate up all the profits from 1885-1899 See para 198 et seq. of the 
Majority report. 

t After decl<aring tliat the expenditure upon Railways and irrig.ation works : “Though not re- 

+ s_ j.Ur. Vi«o iirinn +110 wlioTo liooTi liAfipfinlJil f.o Ttlflin, nnd fTinf nlflifiiirrli prirmifTornlilo «ii-mc 


in the accrecate has upon the -whole been beneficial to India and that although considerable sums 

munerttu 1._.1 oolioivtoc -imrlorf.nlroii. flip Tinlinv nf pniifimiinrr +.rk "hrirmiv •fnt* +lio 



«lih?tWution of rupee borrowing for sterling loans. This amount of 2i millions a year was of course to be in 
oUrtiHon to any amount required for the purchase of any railway company and any money found or loan 
nu for the purpo-se by the Native states. Any unexpended portion of any year’s grant may also 
be regranted in the following year in order to prevent waste involved in hasty construction. 
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the funds borrowed or spared by the state ; and they had therefore suggested that 
the construction of Public works, chiefly, Railways, from borrowed capital by the 
state should be Jimited to 2 , 5 million sterling a year, leaving the rest if required 
to be provided by private companies. * The Secretary of State in forwarding 
the recommendations of the Committee of the House of Commons laid down : — 

‘‘ Tlie question of constructing new Railways is to be considered on commercial principles, 
No new line is to be undertaken nnless there is good prospect of its proving remnnerative, 
that is to say, unless it can be fairly calculated to pay, within a minimum limit of five 
years from the date of the Line being open for traffic, 4 per cent on the capital invested, 
including therein ail arrears of simple iuterest incurred upto that date, and also the 
capitalised value of the land revenue and of leave allowances and pensions.” 


The whole question of Railway polict'- under the two alternatives of state 
construction V. private enterprise was discussed at length in the financial state- 
ment of Sir. B. Baring 1887-2. As under the orders of the Secretary of State issued 
in pursuance of the recommendations of the Parliamentary committee of 1^79, cons- 
truction by the state from. borrowed funds was limited to a minimum of £ 2.5 
millions, and as the possibilities of a railway extension were evideutlj'’ great as shown 
by the repeated requests of the Indian and English chambers of Commerce,*}- the 
invitation to private eirterprise was unavoidable. Lord Cromer recognised the 
limits to the powers of the State in India in view of tlie fact that (1) the avail- 
able capital for investment in Railways was limited and (2) shrinkage 
in the value of the rupee had made the Government of India naturally reluct- 
ant to add to their sterling obligations beyond what they could not help. Besides, 
even granting that the State could and should find funds for construction, there was 
the undoubted diflrculty that there was no means of ascertaining inde]3endently 
ths commercial possibilities of a programme put forward by the Government. 
The Public Works Department preparing the project could naturally be not 
expected to emphasize the weak points; while the absence of any engineering talent 
outside Government service would make any independent criticism out of the 
question. The Central Finance Department would natiu’allybe powerless to 
prevent all possible waste or to offer independent criticism. On the other hand 
he fully appreciated the difficulties of private enterprise. He was too good a 


* Up to 1880 certainly and possibly upto 1900 no one in India seems to have appreciated the iinpor- 
tence of Railways as means of industrial development by means of preferential rates as they didin Germany 
Tiiey thouglit of railways only (1) as means to transport food stuils and thus relieve distress in time 
of famine (2) to aid in the movement of goods and tlius add to tlie volume of the foreign trade of India 
as to faciliate the transport of troops and munitions. Thus Strachey said in the Financial statement of 
1880-81 ” It is an xmiiuestionable fact that tlie railways and railways alone were the savation of the situa- 
tion in Northern Bihar tluiing the famine of 1874 and that they liave again been the salvation of the 
pituatiion in IMadras during the famine of the present year”. Again tlie famine commission of 1880 said: 
Until the whole country is more completely supplied with railways or canals by which food can be trans- 
ported rapidly cheaply and in large quantities to every part where severe want may exist, the possibility of 
some unusual demand for Government interfference cannot be shut out ” 
t In the financial statement of 1884-5 Sir A. Colvin observes ; — ” But if the new undertakings promise 
so well where is the necessity for a Government guarantee? One can understand Government coming forward 
in the infancy of a railway system when everything as regards tlie future is in a state of complete uncertainty 
and offering special inducements to the investors. In the case ot India, however, the experimental stage is 
past Experience has demonstrated the paying (sic), character of the Indian Railways and at the present 
time specially when the great difficulty is not to find capital for sound and profitable undertakings but 
to find proper outlets for capital. Private enterprise ought surely to be sufficient to supply India with Rail- 
ways she needs. The system or granting guarantees has created a wrong iinpre ssion that withoutTi guaran- 
te=‘ the venture was too risky. Roxv hou’ever that the Chamber of Commerce both here and in India are 
ur"iiw the fact thatthe railways are a paying concern as a reason for the state committing itself further to 
their construction the idea that they are investments in volving so much more than the ordinary risks 
that a Government gurantee is essential should be exploded ” It would be impossible to accept all these 
remarks in tlie light of the known facts of the case without question but for the underlying vein of exqui- 
site satire on those who without themselves risking anything, could yet urge tlie Government to furtlier 
pyertion in r.ailway coi)struc.timi. 



follower of the Laisez-faire school not to realise the disadvantages of a private 
Railway coinj)any which would in the nature of things necessarily have a mono- 
poly, Tlie palliatives of private monopolies supervised by the State for the 
Safety of passengers; and its power to fix the maximum rates, the right to pur 
chase the whole undertaking after the agreed term, combined with the general 
power of supervision over construction and maintenance would, he could not 
but admit, go a long way in minimising the abuse of monopoly. It was characteris- 
tic of his time and training to feel, that as the Railways were likely to be j)rofit- 
able to private investors the latter would employ their profits more productively 
khan the State. Apart from the unfortunate experience of Frontier Railway 
construction during the Afghan war there was no reason to assume that the 
State would employ its savings or profits less productively than the private 
entrepreneur. The need to economise or to employ its surplus productively is all 
the greater in the case of the state, which is constantly on the look out to grant 
relief in taxation and to take up other more advantageous projects. Baring did 
not, moreover, perceive clearly the other advantages of private enterprise (1) At 
the time he was discussing the question, practically all the most profitable region 
of India had already been tapped by the guaranteed companies. The new promoter 
must necessarily feel that for him Wvas left at best only second rate traffic to develop. 
Consequently even if private enterprise in India had been willing to take up Rail- 
way construction the conditions of the day must unavoidably have acted as a deter- 
rent. Besides (2) a number of private railway companies competing among them- 
selves for traffic would inevitably lead to cut-throat competition, 'intense and 
destructive rate war which would be to the advantage of no party whatsoever 
(3) And in this summary of the difficulties in the way of ju’ivate enterprise he takes 
no account of the graver problems of (a) the conflict between capital and labour; 
(b) the question of preferential tariffs for selected trades or industries; (c) the 
chances of speculation and {d) the danger of political corruption even the 
apparent from the example of the United States. Then as now the only proper 
conclusion seems to be State enterprise or subsidised and controlled private 
companj'- which could, after a given period, be purchased by the State.* 

* The lirst option to purchase a railway company was exercised, by tlie Government of India in the case 
of tlie East Indian Railway €ompany in 1880- The purchase was carried out by creating an annuity as 
provided by the contract for 74 years in favour of the company equal in capitalised value to tlie amounV 
of their share capital taken at the average price during the tlnee years preceding the purchase- Tlie price 
was settled at £ 125 for £ 100 stock and the interest was taken at £ 4-6-0 per cent for calculating the 
annuity. The capial being £26,200.000 an annuity of £ 1,473,050 was created giving the capitalised value 
at £ 32,750,000. The Debentures of the Company amounting to £4,450,000 were also taken over by the 
Government. But the working of the Railway was again leased to the company by one fifth of the purchase 
money being left with the Secretary of State and a proportionate amount being deducted from the annuity 
On this sum a 4 per cent interest was guaranteed out of the revenues of the railway. The net receipts from 
money being left with the Secretary of State and a proportionate amount being deducted from the annuity 
the line after paying all expenses including a contribution to the provident fund were next subjected to thee 
deductions :-'-(l) The amount paid by the S. S. , on account of annuity (2) The guranteed interest to 
the working company (3) interest on debentures and (4) interest on all monies advanced by the Secretary 
of State for working the line. He was also to supply all needful capital for the e.xtension of the line beng 
paid interest as stated above. The exchange in either case was to be at 22nd the rupee. By this transaction 
Government secured a net again of 25 lakhs in the following year (Cp. Einancial Statement of 1879-80) The 
other companies similarly purchased were Beyond the evils of obvious inflation of stock and surrendering 
a part of the future profits under the working lease, this agreement was not objectionable. 


1. Eastern Bengal Railway • .. .. 1884 

2. Sind Punjab and Delhi . . . , . . . . . . . . . . 1885-6 

3'.' Oudh & Rohilkliand Railway 1888 

4. South India Railway , . . . . . . . . . . . . . 1890 

5. Great Indian Peninsula Railway 1900 

6. Bombay, Baroda and Central India Railway 1905 

7 Madras Railway . . ... . . . . . . . . . . 1 QQ? 
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In view of these difficulties once again recourse liad to he liad to another 
Parliinentary committee (1883)which reported in 1 884-. This committee suggested 
that the old distinction between productive and protective railways should 
be abolished, the Railways needed for the development of the country or for 
the protection against famine being constructed out of the Famine Insurance 
grant. In any case the bulk of the railways should be self supporting. Moreover 
in place cSf the existing policy of jjroviding.what could be provided from the public 
revenues, the committee suggested that a careful forecast of futurer equirements 
must be made before-hand, and then expenditure on railways alone should be so 
arranged as to be within the means of the Government Consistently to be main- 
tained. The Government of India had suggested a programme for the next six 
years which the committee found moderate and promising a fair return ; but they 
negatived the Government suggestion that £ 200,000 out of the Famine Insurance 
grant be h 3 ^pothecated towards the interest payable on £11.25 million railway 
cajjital. Such a diversion of the famine grant would, they thought, be entirely 
outside the scope of that grant. Thej’- permitted however the limit fixed in 1879 
to public borrowing for this purpose to be raised from 2| crores to 3,5 crores of 
rupees, leaving the responsibility of the amount actually to be borrowed eacli year 
on the Secretary of State. In any case they declared their emphatic oj)inion 
that the future extension of railways in India should not be at the cost of 
additional taxation, 

Following the committee’s rcoommendations the policy of making a three 
years jjrogramme in advance was introduced, the programme of 1885 being a little 
hampered by the Frontier scare. The second triennial programme in 1889 contem- 
plated an annual outlay of 2.5 ciores which was modified in 1890 so as to include 
half of the unspent Famine giant, vhilc in 1892 another additional I crore was 
allowed. In 1895-6 the coimnittee’s recommendations seem to have been utterly 
abandoned as a three j^ears' programme costing in all 29 . 67 crores was framed and 
sanctioned. This programme did not include the borrowing by companies Avhich had 
received no guarantee. Guaranteed companies uere, however, precluded from 
borrowing. This ambitious programme had to be considerabl}’- modified owing to 
' famine and frontier troubles as also the next programme of 1899-1901 for 22.33 
crores. 

During the period (1880-1900) two new experiments in Railway finance 
wei-e commenced which deserve notice. Four unaided private companies were 
promoted. The Nilgiri Railway, the Delhi Umballa-Kalka Raihvaj', the Bengal- 
Oential and the Bengal-Nortli-Western all of which, however, came to grief. The 
fist hecame bankrupt ; the second and the third had to receive guarantee and the 
fourth could be kept alive only by leasing the Tirhut Railway to it. The second 
experiment Avas to try and induce the Native states to take up Railway construction 
The Nizam’s Government guaranteed the interest on 330 miles of railway within 

* See tlie iiuauuul btatement of ISSG'C lor .i Miuiuiaiy of th' ccininittet's recoraiuendations. 
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tlie State of Hyderabad wliicli relieved tbe Government of India from considerable 
strain. By tbe end of tbe century 3,000 miles of railway were constructed in tbe 
Native states under any one of tlie various arrangements sketched above. ••• 

In 1893 was introduced tbe new expedient of tbe Rebate system to attract 
private capital. Instead of a minimum guarantee of interest payable in gold, com- 
panies were offered a rebate on tbe gross earnings of tbe traffic interchanged with 
the main line, so that tbe dividend might rise to 4 per cent, on tbe capital. As 
tbe new lines in most cases were branch lines the system of rebate naturally sug- 
gested itself, but tbe rebate was limited to 20 per cent, of tbe gross earnings. 
Under this system three important lines were promoted. Tbe Abmedabad Prantij, 
tbe Southern Punjab and tbe South Bibar Lines, f Tbe competition of tbe four 
per cent. Trustee securities made tbe rebate terms unattractive and they were 
further modified in 1896. An absolute guarantee of three per cent was given ; and ' 
in addition a share of surjdus profits or rebate upto tbe full extent of tbe main 
line’s earnings in supplement of their own net earnings, the total being limited 
to 3 1 per cent on tbe capital outlay. 

LXXV. THIRD PERIOD OF RAILWAY HISTORY 1900-1920. 

The practice of making triennial forecasts bad now become established, and it 
was found that tbe steady tendency towards increasing the programme led to a 
much greater strain than tbe finances could bear. A Committee appointed in 1907 
reported that no definite limit could be assigned at the present time to the amount 
that could be remuneratively devoted to tbe develoj)ment and extension of the 
Indian Railway system ; and that apart from tbe existing lines, improvement of 
which was continually demanded, there is wide, scope fov tbe construction of new 
lines which would not only be remunerative in themselves, but would add materially 
to tbe prosperity of tbe population, greatly enhance tbe revenue, and largely 
develop tbe resources of tbe country. J With this view of tbe possibilities of Rail- 
Avay development in India it was inevitable that every effort be made to push on tbe 
enterprise. There Avas now no danger from a steadily falling rupee as tbe arrange- 
ments of 1898-99 bad helped to fix tbe rupee at Rs. 15=£ 1. Tbe revenues 
bad for a series of years been showing a surplus, and tbe spokesmen of India were 
almost silenced by substantial remissions of tbe Sal t.duties and Income Tax. Above 
all, tbe railways bad definitely turned tbe corner. For tbe first time in 1900 they 
sboAved a clear surplus after meting all charges including interest.§ Owing to tbe 
extension of Irrigation Works in tbe Punjab and Sind, tbe great North Western 
Frontier Railway bad ceased to be tbe Cinderella of the Indian Railway System 
and Avas become one of the most important grain lines of tbe Avorld, choked Avitb 

=» Robertson’s report on the Administration of Indian Railways 1903. At the persent time the Native 
States Railway mileage totals 8400 miles. 

t The Barsi Light Railway Avas started about this time on a 2 -6 guage to show the posibilities of 
that guage in the poorer countries. At the present time there are over 2,690 miles of such liglit railways in 
addition to about 100 miles on still smaller 2’ guage. 

For a summary and criticism of the terms offered under the arrangements of 1895 see Robertioii’s 
report, para 132 et seq. He seems to be in favour of reversion to the guarantee system. 

1 8ce cod. 4111 of 1908. , . ^ ' 

i The profits have been continuously increasing except m 190<-0o. 
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traffic at certain seasons ot tlie year. Tlie same tendency of rapidly increasing 
traffic botli passengers and goods was observed everjwvbere, and tbe revisions of 
tlie contracts added substantially to the gains of tlie Indian Bail ways. But the 
same factors which led to an increase in the receipts, also demanded considerable 
increase in capital expenditure. Costly works were necessary to double the track, 
improve equipment, provide better yards and terminal facilities, and increase 
the rolling stock. New demands for additional capital outlay were coming a 
much for improvements in the existing lines a§ on the new branch lines or feeders. 
The Government modified their concessions to branch construction in June 1910, 
offering an increase in the rate of guarantee from 3 to 3-1 per cent; of rebate from 
3-1' to 5 per cent, and an equal division of profits when they exceded 5 per cent 
Lines of purely local importance, wliich, however, would serve to develop the dis- 
tricts where they were constructed, Avere encouraged to be constructed by the 
District Boards wherever tiieir revenues were in a sufficiently flourishing condition 
to allow such construction. Madrasis yet the most cons 2 iicuous province for 
tlie extension of this enterprise. 


LXXVI. THE PRESENT FINANCIAL POSITION OF RAILWAYS IN INDIA. 


The following table shoAvs the financial position of the Indian Eaihvays in the 
20th Century. With the single exception of 1908-09, tlie BailAvays have worked 
at a profit in all tliese 20 years, and during the War they shoAved a phenomena) 
increase in ^irofits. 


Year. 


- 

Total net 
Keceipts. 

Total 

expenses, 

p 

Net 

income. 

1900-01 



i. 

'9,827,917 

+ 

9,502,793 

£. 

325,^24 

1901-02 



10,733,634 

9,887,016 

846,619 

1902-03 



10,306,669 

10,077,740 

226,949 

1903-04 



11,179,708 

10,319,039 

660,669 

1904-05 



12,727,028 

10,621,590 

1,105,438 

1905-06 



12,924,420 

10,922,454- 

2,001,966 

1906-07 



13,001,227 

■ 10,667,686 

2,313,541 

1907-08 



12,499,331 

10,936,329 

1,563,002 

1908-09 



9,968,041 

11,200,291 

1,242,250 

1909-10 



12,445,378 

11,650,456 

624,922 

1910-11 



13,861,461 

1 1,863,965 

2,017,496 

1911-12 



15,891,725 

12,103,955 

3,787,770 

1912-13 



17,371,789 

12,868,455 

4,803,354 

1913-14 



17,625,634 

12,836,101 

4,789.533 

1914-15 



15,799,149 

13,641,115 

2,158,034 

1915-16 



17,085,639 

13,810,252 

4,075,438 

1916-17 

• • • * 


21,216,062 

13,733,187 

7,481,875 

1917-18 

• « • • 


24,047,723 

14,13.3,399 

9,914,320 

1918-19 

• • • • 


25,243,000 

1.4,049,600 

.11,193,400 

1919-20 



21,221,000 

14,317.800 

6,904,000 



All outlay had, however, to be curtailed during the War, and to some . 
extent, therefore, the Railway Budget in the first peace j^ears must show very 
considerable outlay. The fact that the net returns were fluctuating, and some- 
times disappeared, led* one Rinance Minister to describe the Indian Financial 
system as a “ gamble in rains and railways.’' But though the railways 
must depend for their prosperity on rains and are not self-supporting 
in the same sense as irrigation works are, we may now safely sa)^ that the Railways 
in India are a considerable source of revenue to the Government. The net 
revenue, it must also be noted, is not quite to be taken at the figures it stands, as 
the expenditure here includes not only interest but a part payinent back of the 
capital, disguised in the form of annuities. The real income is likely to be con- 
siderabl}’’ more. Already most of the railwa 3 's in India are state property. 
When the few remaining ones are acquired, when Indian Industries have developed 
to their utmost, it mav not be unreasonable to expect a net revenue of 50 crores 
a year at the lowest estimate. The following table shows in greater details the 
working of the State Railways. 



Gross 

Working 

Interest 

Sinking 

Net result-^= 

Year. 

Receipts. 

Expenses. 

on 

fund &; 

to the 




Capital 

Annuities- 

State. 


£. 

£. 

£. 

£. 

. £. 

1900-01 

,.. 16,953,797 

8,465,712 

4,014,772 

2,357,101 

619,449 

1901-02 

.. 19,277,228 

9,492,334 

4,184,527 

3,055,750 

1,154,583 

1902-03 

.. 19,137,656 

9,627,211 

4,295,369 

2,999,218 

451,617 

3903-04 

. . 20,576,591 

10,378,158 

4,441,781 

3,004,620 

1,114,550 

1904-05 

. . 22,900,337 

11,295,437 

4,608,297 

3,009,333 

2,265,535 

1905-06 

. . 23,629,545 

11,669,728 

4,854,914 

3,013,737 

2,277,676 

1906-07 

. . 25,821,298 

13,275,061 

5,039,965 

3,018,262 

2,560,366 

1907-0S 

. . 27,296,944 

15,078,834 

5,243,208 

3,023,393 

1,970,401 

1908-09 

. . 26,799,688 

16,913,089. 

5,635,946 

3.427,623 

1,204,768 

1909-10 

. . 26,923,931 

16,536,801 

5,653,551 

3,522,914 

642,709 

1910-11 

• . . 30,629,756 

16,787,641 

5,842,334 

3,528,898 

2,030,193 

1911-12 

.. 33,579,129 

17,745,049 

6,279,070 

3,534,978 

3,808,928 

"912-13 

. . 36,686,364 

19,391,729 

6,683,164 

3,542,109 

4,825,914 

1913-14 

• .. 37,546,135 

20.013,602 

6,887,842 

3,-571,288 

4,705,888 

1914-15 

.. 36,105,167 

20,-376,709 

7,814,441 

3,557,219 

2,272,550 

1915-16 

.. 38,176,192 

20,290,504 

7,923,670 

3,584,584 

4,641,626 

1916-17 

. . 45,947,521 

20,749,751 

7,660,850 

3,681,297 

' 7,548,508 

1917-18 

. . . 41,964,600 

20,566,466 

6,057,209 

3,691,100 

9,937,466 

1918-19 

.. 51,053,930 

25,810,930 

8,185,100 

3,600,400 

11,126,400 

1919-20 

. . 53,381,930 

32,240,000 

8,455,200 

3,613,! 00 

6,883,700 


Though the net account of the Railways shows an increasing profit, it must 
oe observed :—{l) that the rate of profit is, in the best ^^ear so far, still below 


The net income to the state shown in the last column is taken after deduction of all other charge 
or interest payable to companies on deposits etc. ^ 
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^ four per cent, on tlie total capital of £ 295 million ; and (2) thougli the total 
receipts shoAv a favourable margin over total expenditure a very ambitious pro 
gramme is apt to swallow all, perhaps, of the surplus. 


Year. 


1899- 00 

1900- 10 

1901- 02 

1902- 03 

1903- 04 
190f-05 

1905- 06 

1906- 07 

1907- 08 

1908- 09 

1909- 10 


nUARANTFED R ALWAYS. 



Net Traffic 
Receipts. 

£. 

1,907,915 

1.316,899 

914,989 

946,182 

941,463 

1,074,814 

921,976 

398,801 

226,615 

961 

48 


Tnteresi. 

£. 

2,180,895 

1,597,594 

1,016,514 

1,035.218 

1,048,017 

1.063,619 

1,041.308 

584.751 

580,368 


Net result. 

£. 

617,080 

451,727 

249,228 

171,694 

208,620 

168,922 

245,558 

227,652 

363,492 

13,704 


As the above table sliows tlie guaranteed Railways now ceased to be of 
any importance in Indian Finance. As soon as an old Guaranteed Companv 
is purcha.sed by the State, its accounts come under the State Railways, which 
thus show a corresponding increase. While the old arrangement lasted the net 
traffic receipts, brouglit into the accounts of the Government of India, were 
those _ earnings of the railways which remained after defraying tlie actual e.x- 
penses of operating. The net result to the State is not, however, the difference 
between the net Traffic Receipts and the guaranteed interest, but includes the 
cost of land, supervision and the surplus profits paid away to some Railway 
Companies. The next table giv'cs in a concise from the financial position of the 
Indian Railways .since 1909. (The figures are in tliousands of rupee4). 


Year. 

Gross 

Tolal 

Net 

percentage Total 

Sliles 


Earnings 

Working 

Earnings. 

of 3-5 

capital. 

Open. 



Expenses. 


* 




Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

1909 .. 

. . 47,06,38 

26,38,48 

20,67,90 

4.81% 

429,83,20 

31,490 

1910 .. 

.. 51,14,22 

27,15,72 

23,98,50 

5.46% 

439,04,73 

32,099 

1911 .. 

. . 55,27,92 

28,83,92 

26,44,00 

5.87% 

450,03,80 

32,839 

1912 .. 

. .' 61,65,07 

30,15,92 

31,49,15 

6.77% 

465,15,00 

33,484 

1913 .. 

. . 63,58,56 

32,93,04 

30,65,52 

6.19% 

495,08,64 

34,652 

1914... 

. . 60,42,01 

32,74,10' 

26,67,91 

5.33% 

519,22,13 

35,285 

1915 .. 

. . 64,66,06' 

32,91,95 

31,74,09 

5.99% 

529,98,29 

35,833 

1916 ,, 

. . 70,68,42 

33.40.32 

37, 28; 10 

6.96% 

535,27,97 

36,286 
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N. 6.— Uptol912tJie iieuresflrp n t i 
for financial years. ^ ^ Calender years , from 7933 tliey are 

The next table shows the liability of the State i n 

outlay, wind, „f e„ua.c includes the purchase pri! “ft 

P ichase price of the old gurapteed Compapies. 

IN thousands sterling. 


Statistics ; 

State Eailwaj’s ; 

Capital Expenditure to 
March 31st. Expendi 
ture by Government 
Expenditure by Cos. 

on the E. I. frjr, 
Erom debentures raised 
by the Company 
Outlay on the S. I. fry. 
by the Co. 

ay^ on the E. B. and 
C. I. By. by the Co. 
Outlay on the G. I. p. Pjr. 
by the Co. 


Allies open oji 7st April. 


1915-36 

1916-17 

1917-78' 1978-19 

£. 

237,671 

18,794 

£. 

239,446 

28,900 

£. 

243,577 

27,858 

£. 

247,827 

27,957 

18,064 

18,064 

18,046 

18,246 

3,809 

3,809 

3,309 

3,309 

1,093 

1,093 

1,093 

1,093 

3,253 

3,253 

3,253 

3,253 . 

252,567 

36,369 

294,549 

297,078 

^OIMST 

36,433 

36,572 

36,477 


£. 


29,287 


18,248 

3,309 

1,093- 

3,263 


36,491 


tXXVH. «,T,QUE OF THE INDIAN RAILWAV POLICV. 

l^onty years ago, even ten years a DO t) -i 

of Ipdia used to provohe copslir^ «overp,pept 

Bai ivays showed a deficit f Sipcc the be«ippi„„ oTfi*- ‘>>0 

Railways, as already observed, have turped o’ ^ ''“"'e'er, the 

0 e taheii opt of the chief criticis.: “ting s.!.,: 

Iling now to admit the advantages of Lilw« t '''''' apparently more 

p:- -rs. :“ir ^ 
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J^)roportion tlie past errors, if am% and the present advantages, such as they 
aPe, appear to be no more unnsnalthan can be expected nnder the circumstances. 
In this section, therefore, Ave shall briefly set out the chief points of criticism 
against ‘our Raihvays and their Finance, and estimate their real benefits to the 
country. 

‘ THE LIAllT OF RAILWAY EXTENSION IN INDIA. 

At one time it was thought-tbat after the Government of India had helped to 
construct the chief trunk lines, linking up the principal centres of inland trade 
with the sea ports, there Avould be no need for further outlay on Raihvays Avhich 
Avould cause the tax-payer anxiety, beyond, of cour.se. the necessary expenses of the 
maintenance and improA’ements of the lines already constructed, and possibly their 
branches.'*' 

The famine Commi.ssion of !880 considered 20,000 miles of Raihvays all oA^er 
India to be quite sufficient for the purposes of commerce as Avell as Famine Relief, 
Lord Curxon ambitioned to have at least 2-5,000 miles of regular track, f The 
idea that there AA^ould be some predestined limit to the extent of raihvays needed b}' 
the country aa'us first assailed some 60 years after the commencement of Raihvay 
snterprize in this country. The Committee of 1908 { Avas the first official body 
definitely to pronounce that no I’mit could be assigned to the extension of the 
Raihi^ays in India beyond the natural restriction of available capital. And tnith 
bo tell, the idea of a predetermined limit seems to be absurd in the case of an 
enterprizehvhich must necessarily expand Avith the expansion of the indu.stry and 
Commerce of the country. Any estimate made, and limit assigned, in any gh'en 
years, on the basis of trade needs then existing, is bound to be exceeded or prove 
inaequate a generation later Avhen the expansion has been found to be much 
greater than AA^as antieijjated. § Besides in the case of Raihvays, they being 
themscRes the most powerful factors in the opening up of the country, the calcula- 
tion, if made AAdthout any allowance for the effects of a projected line, are certain 
to be uj)set by the effect turning round and becoming the cause. 

While, therefore, Ave cannot determine the extent of raihvay requirement 
of a country by its jjopulation or trade statistics at any given date : Avhilc Ave 
cannot say that India ought to have three times the raihvays mileage of the United 
States because her population is at least three times as great, or that she should 
haAm one-fourth of the raihvay mileage of the United Kingdom because her total 
volume of foreign trade is one fourth that of England ; Ave must at the same time 
abandon the hoi^e of assigning a definite limit before hand A\diich Avould be quite 

* Belore hlie recently appointed Aewoitli t'oinnuttee on Indian llailwayb, the bulk of tlie Indian 
public opinion, judging from tlie published extracts irom evidence, seems to liave been in favour ct 
rapid additional constiiiction. The pendulum seems to have swung round from the days when the annual 
protest against Jtailway expendituie was as regular an item in tlie Budget discussion as that against Army 
expenditure . Tlie exjilanation i.s to be found in the greater earning power of the railways combined with 
the growing force of tlie commercial iinterests. Bor tliis point cp. in particular, tlic evidence of the Indian 
Mercliantb’ Chamber and Bureau. 

cp. Lovart Fraser’s " India under Curzon an<i after.” If was among tlie first luelvc objectives 
lield betore lus mind’s eye by Lord Ciiizon tlwt tlie llailway mileage in India be raised to 2.A,000. 
t Comd. 4! It ot 1908 already relerred to. 

In bins connection one might cite with advantage the IlailAvay Experience in the Buited States, 
especially in opening up the Middle and far West. 
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adequate for all time to come, or even for a generation. At the present inomentj for 
example, we seem, in spite of our thirty six thousand odd miles of railways, * to 
want considerable railway extension to link up Burma with India and open 
up Burma ; to link up Delhi, the Capital, with Karachi, the nearest port by a 
direct broad guage line : to connect the meter guage systems of the Nortliorn and 
Southern India; to join up India and Ceylon by a Railway Bridge. This pro" 
gramme if carried out might mean anything from .5,000 to 10,000 miles more at a 
probable cost of not less than 50 crores. And even this programme may liave 
to be exceeded, long before it is completed, by the possibility of a good comraer 
cinl railway from Baluchistan or Agfanistan to Persia, and thence, through Me- 
sopotamia, to Egypt, and, through Asia Minor to Turkey and Europe. 

But while we must give up the idea of setting a rigid limit in advance 
to the total construction, we might yet criticise the individual projects from 
a financial stand point. Not all the railways of India have been constructed wisel}^ 
or even economical!}-. The North-West Frontier Railway was for a long time 
a white elephant, and in all probability would have continued to be a source of hea\ty 
drain but for the opening of waste lands in the Punjab by means of the 
Punjab irrigation rvorks. The much desired direct broad guage connection between 
Karachi and Delhi— whatever its political expediency might be-is likely to be a 
source of considerable loss, running as it must through the desert tracts of Raja- 
putana. The railway through the Khajakand Bollan Passes has been constructed 
at such a heavy cost, that the critic might well say the whole line has been bal- 
lasted with Rupees” Examples of this natures can be multiplied to an alarming 
extent. They all show that mere Commercial considerations have not exclusively 
influenced railway construction in India. There is no need to deny the Military 
and political necessity and importance of the Railwa}-. There is no occasion to 
assert that no railways should be constructed for other than commercial reasons. 
Considering, however, the railways as a commercial proposition, and admitting the 
underlying hypothesis that sooner or later they are expected to pay all charges 
in connection Avith them, the critic of the Indian Railway system might well 
pronounce against them. Those railways, at any rate, Avhich are resonably 
expected to bear all their own charges, may be constructed from borrowed funds; 
but the attempt to construct those railway.s, also, which there is no reasonable 
ground to hope Avill pay their own charges in a reasonable time, from borrowed 
funds is apt to involve the whole railway policy in an unfavourable and unneces- 
sarily indiscriminating criticism. If the Military and Political railway.s have 
to be constructed, let them be frankly shown to be a net charge, and not a possible 
source of revenue. Any unexpected profit — as in the case of the North West 
Frontier Raihvaj- — may be treated as a windfall or may be earmarked for similar 
other projects. The suggestion, therefore; which in the past used frequejitly to 
be made, that all necessary, but productive railways should be constructed out 


* Tliis does not represent tlie total luile.s of railways available in India. Tliis is the length of siucle 
track. Including double track and sidings tbe total Indian mileage would not be umch shoU' ot -.0,1.007 



the bo^ro’^^ ed funds has even now not lost all its importance. And it would be 
a grea improvement in our Eailway finance, if all military or political railways 
are charged to the Military Budget entirely. ^ 

th!. T ^ 1 1 -il-y policy of India 

W 01.0^ l]d r " mhns „, con.n,u„ica,i„„s, ,vhich 

De ng cueaper, would be more suitable to Indian conditions Tf i v 

that in England the canals have a past but no future. The rivalrv of The 

has hilled the inland navigation in England Bnf ’ t ways 

" 

ceased to be important not only because of the ruthless railway competition 
bu also because the rivers are small and relatively shalloii, and would not a^; 
of large ocean going vessels sufficient water to navigate. In India our rive si 
long broad, deep, flowing, at least in Kortliern India, through a plain liei 
would require no very great cost to maintain. Besides for ni,r iTl. / ^ 
trade at any rate, the average sise of the vessel is bT™ 

inadmissible for river navigation. If navigation canals had been constructed in 
Korthern Western India wherever there are now railways, India milt 
possibly have escaped half her present public debt at the same time tha 
the acili ties to trade would have be«i as great and more suitable. The buffi 
of Indian trade consists in the movement of raw materials and food stuil^buffiy 

articles which would certainly find railway rates more burdensome than water 
carnage f 


3 Then again it is always more profitable to run railways when there is a larve 
load in a single consignment, with long distance haulage than if the train lold 
has to be made up by small bits of traffic collected in eh'iblets at iiiiiuiuerable 
small stations.! The waste of railway stock alone that is neoe. 3 sarilv involved 
in such a me thod is enough condemnation of the costly-even though' more rapid 


* It IS not among the least of tlie offences of military finance in Tnrli.. ^ 

are not shown in the military Budget proper c. g. Inter^t and E.^ilwavt ^ military’ 

tlhis suggestion was luade among others by the late Mr. Gokl ale in hid ovirin u .• 

(iission, though Ills line of reasoning seems to be difterent froni the li^i tlie Weibv 


though at the time he ivas speaking, and in cases of individual projlts e^veif “atei ^ ^ndia, 

more than a gram of truth in It. It stung because it was true. Sir U i? w . criticism had 

raihvay account be kept altogether separate, as under that system neulroiects the 

considcied on their true commercial merits than by secret wire-puflinc^ ^and 

necessitated by siicii projects ivould depend more on tlie nossibhib, If +, * f«rtlier borrowinfi 
on the ability of the ta.x payer .to • bear the interest chargl itself than 

commission 01 tliese two gentlemen on llailwav finance is vert’ i 
of 1918 recommended a triennial programme ‘ of Bailway construction'' 


suggesting that the required funds be obtained by divertiurr a mr^of the rimp • - — — 

tvent .to the Gold Beserve Fund. The recommendation is obvioiisly obiectiom^lfiH'H.® "'^ich 

commission on Indian currency and Finance has definitely pi onoun6ed a°aindt ft It i the Chamberlain 
inportaiice. ^ “"uunceci against it It is now of no practical 

It is now of no practical importance. 

+ Wnf.pr pnrrinrrp 7c ur\ TYtimlt 4-l\nn X1-_J_ 2* 1. <• " . 


iv,!'® evidence before the Welh'v 
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means of communication.* Now in India liic average size of a consignmejife 
is mucli smaller tiian in England, and infinite by 'smaller when compared to 
the average consignmejit iji the United States. Kailroad trans]30rt is cheap 
only on a large scale. The development of road trairsport is now far more promis- 
ing — after the advent of the motor lorry — in India with its small consigtnnent and 
short distances, than Tlailway transport could ever have been expected to be. Yet 
in spite of the ob\iouslv better alternatives, there is so far no indication that the 
Government i.s nli\e to the po.s.siblities of road or water carriage. The suspicion 
seems unavoidable that the vested interest of the railways would not permit 
any alternative nieans of communication to be developed, if it is at all likely to 
threaten the profits of the railway.--. And the danger of this enormous vested in- 
terest is all the greater, because it. forces the contrast or conflict of interest between 
the state and the community too painfully to escape notice or avoid criticism 
for a long time. One mav, of course, easily understand why the State in India 
with its enormous capital outlay liability, and its fine good asset the x’ailways^ 
should be un.sympat hetic towards any .suggc.stion likely to up.set their results of 
.patient painful labours in connection with the railways. But assuming that there 
"are great po.ssibilities of an expansion in traflic ; and as.suming further that it is 
po.ssilile to cla.ssifv traffic so that the railways are as.signed the heavier or more 
valuable traffic which can bear higher rates, removing for the alternative means 
of ccmmunication the more bulky, but less jxaying traffic, there is no good reason 
for the State in India to look a.«kancc even now at an}* suggestion for diverting 
the energies of their trau.sport department to other channels in place of the railways, f 


4. In .spite of these disadvantages it ha.s been claimed that r.-tilways have proved 
of the greatest jxo.'^sible advantage to India economically speaking. Appeal is made 
to the increase in the value of imjxorts and cxpoirs. to the growth of traffic on the 
Bailways. and the amount of carnijigs of the railways. When however we analyse 
the trade or traffic returns; when we study the deiails of Indiaji exports and 
Imports, the opinion seems to be not at all unreasonable or unfounded that the 
Indian Bailway.s have done nothing to fo.ster the bidian Industries and dc\e!cp 
the Indian commerce in the right direction. It has been the common and 
most deplorable featiuo of the foieign tiade that wc export chiefly raw materials 
for foreign manufacturers and foodstuffs, while w'c impoit manufactured articles 
from abroad. The raihvays have, if anything, inten.sificd this undesirable feature 
of our foreign commerce. Adjuittine that ihe fixing of railway rates is an extre- 
mely complex fjuestioji, and that the ascertainment of the ultimate effects of anv 
particular rates on the total commerce of a country is too difficult for clear 



3 111 

-to «*. aiKUJurjii IS woujuess or onlv invifnc 

uiu icioi 1/ uliii tiiu liiive bo^n much prcatci if instoud oi niihvavs our wnterwav'; Imti u 

developed to tlio .same extent, sinuo water carriage is ever go much cheaper than rail carrlMcro inn 

evidence of r5ii Ait Iiur Cotton before the rarlianicntary Committee already refonccl to. . ' ^ 
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observation, we ma}^ nevertheless observe, tliat railway rating has an ijnportant 
efiect on a country’s industrial developments. * While some railways in India 
have been restrained no doubt by the fear of competition from water 
transport or from coastal shipping, on tlie whole the tendency of railway rates has 
been to divert traffic from one Indian port to another, rather than to make a careful 
examination of the effects which the rate imposed would liave on the total cost of 
conveying the goods to their ports of foreign destination, and therefore, on the 
ability to comete with products from rival sources. Witliin India, also, the ratcx' 
seems to have been so arranged as to afford special facilities for raw materials to 
be conveyed to a port for export. | It is no doubt true that exportable materials 
being in large quantities admit of considerable economics, from the standpoint 
of the railways in the use of rolling stock, haulage cliargcs, terminal expenses etc. / 
and that tlierefore railways can quote better rates, rvithout intending any undue 
preference for one class of traders against another or for ]5uro2)eans against Indians. 
But until the railways, no less than the Government, accept tlie fundamental 
princij)le that in future the country’s efforts would be directed towards bringing 
raw materials to the most finislicd state po.ssib]c before export, there would be diffi- 
culties and discontent against any rates that the railways might cliarge ; and our 
industry cannot be said to benefit from the railways as much as it is entitled to. 
The Indtistrial Commission has laid down the ])rinciple that Kailway rating so * 
far as it affects industries must be such that internal traffic should be rated as 
nearly as po.ssible on an oqualit}* with traffic of tlie same cla.ss over similar distance 
from the ports; J and though this principle must admit of several exceptions it 
is the only safe guide if Indian industrial development is to be the first consider- 
ation of the railway administration in India. § 

(4) The foregoing criticism is ba.sed entirely on general considerations of the 
governing policy in connection with the railways. Points of detail, even when 


* TheAcwortli Coniiiiitteo of 1921 lias been appointed to invcstic.nto the question of state V. Conipanv 
nianaccment of llniUvays. The Terms of lleference however eould if they would admit of tlieir discussing 
tlio alternative means ol Transport, especially as any suggestion of alternative.s would mean regulation’ 
of trallic; and that in its turn would mean a iinicli more effective state control than is tlie case to-day. 
WiUi the exception of Sir A . Cotton of Irrig.ation fame, there luis been hardly nnv otneer of distinction 
during the whole period of Jlrifisli Itiile in India wlio Imd advocated water carriage for this country, at uil 
corresponding to tlie inland water eommunicatlous of France or Germany. Gotten was of course an en- 
tliusiast and olfered to link up all important centres in India by water, if sums spent on railways were tiuned 
over to water transport. .See ids evidence before the I’arliiuentary Conuiiittee already referred. Jleplylng 
to iifr. Lloyd Cotton explained the apatliy towards water carriage on tiie ground of jealousy of the rnlT- 
ways- Tlie one defect of_ mono])oli.«t state enterprise under existing constitutions is tlrat it renders tlic 
state lethargic and often interested on tlie wrong side. Wlieu it fancies its intercts attacked the monopo- 
list state can be as obstinate and unreasonable as any private capitelist. Thiis.tliougli tlio Prussian state 
railways were once tlie admiration of tlie world, it liad latterly come to be observed tliat tliat Railway ad- 
ministration was averse to introducing the most upto date facilities or coniforte on tlie score of cost, and 
tliat it liad therefore lagged beliind- If tliat could be said of the Prussian Government the remarks in tlie 
text about tiie Indian Government cannot be considered at all unjustiilnble. 

t In Germany, France, Belgium and Austria Hungry Railway rates were powerful weapon for indus- 
trial jirotection or special developments. Tims In Gernmiiy, to devoloji the colonies all exports of agricul- 
tural Implements were rated equally as per sjiace or weiglit thus giving an advantage to the exporter of bulky 
materials occupying a lot ot .space, tliougli of little wciglit, if eliarged at Ids option according to weight- As 
early as between October 1884 tlie Railway Council in Germany were instructed to observe tJie following 
principles in cliarging rates. Slate Railways sliould grant preferential tariifs (a) to assist agriculture and 
industry by granting clieap rates for raw materials or siibsidiar.v materials, (b) to assist Gennan manufac- 
turers in comjietition with foreign importers at liome and to as.sit German export trade abroad; (p) to 
assist german ports in competition with foreign port-s ; (d) to look after the interest of German Railways 
and waterways in competition with those of foreign nations ; (see aiipendix 4, jiage 816. of Jiirknldy and 
livan’s iiistory and ecoiiniiiics of transjiort) In India the railways eomnienced ns famine relievers, were 
continued as military or jiolitieal adjuncts and are developed as necessary aid to foreign commerce. They 
have not to be regulated as an inipoitant engine of Industrial develoTinient . 

’ t An excellent monograpli on Indian railway rates lias recentJj’ been pubb.slied by Mr. .S. S. Gliosli 
who put-s forth tlie railway ease very vigorously. 

§ The Industrial Commission (para 371) mentions tiie ca.se ol tlie rates on raw hides which are 50 
per cent less for ports tlian tiie internal rates thus liandicapping tlie Indian leatlier industry. 



they are not irrelevant, suffer from the great disadvantage of being inapplicable 
excejDt at a given moment. Besides criticism in detail is often directed against 
accomplished facts, and as sucli has the additional demerit of being ineffectual. 
We have of course no desire to minimise the. importance of such criticism. Con- 
temporary politics would be impossible if points of detad merely because they are 
details, are to be rigorouslj^ excluded. Biit in a general exposition, such as is 
attempted here, it would be undesirable to attach too much im])ortance to details, 
if for no other reason, because such a course would be likely to make the reader 
or the student lost' the sense of proportion. Wc shall, therefore, barely content 
ourselves b}' a baic mention of those points of details, which, indeed must have 
been telling in their own day, but which now seem to be somewhat stale, (a) 
Thus the whole system of guarantee may be condemned not because no guarantee 
was at all necessary 'out because the high guarantee actually" giymn, ineydtably 
invoWed yvasteful construction, besides burdening the Goy^ernment with a heavy 
interest charge over a long period, and thereby precluding them from taking 
advantage of any subsequent improvements in their credit and the consequent 
possibility of easier borrowing, (b) With the single exception of the Indian Raihvay 
Company the repurchase from the Guaranteed raihvay companies was not effected 
on the first expir}" of the contract. The reneyval of such contracts even yvhen they 
yvere quite fav^ourable to the Governmeni, may yvell be said to have unjustifiably 
alienated substantial portion of the public revenues for i^rivate benefit, (c) The 
price paid on repurchase to the companies yvas in every case on the unjust basis 
of the market y^alue of the stock at the date of the purchase, yvhicli yvas, therefore 
naturall}- inflated to the prejudice of .the Indian Government. 


Apart altogether from the yvastefulncss engendered by the original guarantee 
system, this display of generosity by the Govermnent of India cost the tax j)a3"er 
from one fourth to one third more of the capital acutally invested, and tlie assets 
really obtained for the money by the Government. While the contracts lasted the 
companies had been afforded eveiy concession that the temerity of the i^i’omoter 
could demand, and the influence of the Directors yvith the Government of India 
could secure'^ (d) The sj’stem of crediting the profits ey^ery half year yvas another 
spacious advantage of tlie kind yvhich might yvell have been protested against 
by the spokesmen of Indian public opinion, (e) The present system of releasing the 
railyvay, even after its acquisition by the Government of India from an expiring 
company, is still a ground of strong criticism against the policy re: the raihvays* 
But as that point is more closely connected yvith the larger question of the Nationa- 
lisation of the Kaihvays in India yve shall reserve it for discussion in the next 
section. 



inent Mere only In neeh of revenues--and theBatl^y rates ‘iverl /tire ‘only ‘means 
revenue— why not levy a surcharge on.all Bail-hornetraffy proportionately ? In the absence of such ^ 
policy Government cannot but invite suspicion as to their ulteiior motives. ® ^ 



LXXVIII. RAILWAY NATIONALISATION IN INDIA. 


The question of nationalisation of Railways in India has quite a different 
signification in this country from what it usually has in England or the United 
States for example. Our Railways have practically all been constructed by Govern* 
inent funds, either by guaranteeing private capital when first it was invited for 
railway investment, or by direct borrowing by the Government for such x^^rrposes. 
At the j)resent time since the old guaranteed companies have all been bought out 
in a sense our Railways are national property; and from the financial stand-point 
they make handsome contributions to the public purse. But the question of 
Nationalisation nevertheless occurs in India as in other countries though not in the 
same form, because of the prevailing S3'.stem of releasing the sj'^stems for 
Avorking by the conqjanies themselves on payment of a portion of the profits, and 
the consequent evils of an absentee Board of Dii'ectors fixing a policy of Railway 
management not. ahvays in the true intere.sts of the countrv ; the incAutable con- 
flicts betAA'cen the Government Department — the Raihvay Board — told off to look 
after the RaihA'aA’S and the actual juanaging authorities of the raihvaA'S ; the 
complaints of the traders about umhie preference to some and obnoxious rates; 
the conqjlaint by the employees about unfair treatment and a number of other 
kindred evils. The subject Avas raised in the Imperial Legislative Coiuicil five 
A'ears ago by an Indian member, himself noAV a member of the Bombay Govern- 
ment. It Avas suggested that on the oxjhry of the pre.sent Avorking leases the 
Government .should take over the management as Avell as oAvnei-.ship of these rail- 
AvaA's, Avhich should in futtirc'be conducted as a public department of .state. The 
Government have invited public opinion on the matter, Avhich is thus at the moment 
of Avriting still under consideration. * The stock arguments of the state 
beinf^ unfit to conduct such a department, in spite of seventy years of blunders 
and experience, arc heard in this country as much as in the United Kingdom, 
in addition to the more responsible axiprehensions, voiced by some thiiikcr.s, about 
the impossibility of realising all at once the different ideals and mutually de.struc- 
tive benefits expected from state mangoinent. We are told, for oxa}nple, that 
if the RailAvavs are to be conducted in the hands of the State as a Revenue concern 
it Avould not be possible at the saine Umc to obtain low rates for the trader and better 
Avages for the employees. If Revenue i.s not to be prime consideration, then 
the State ve arc told, .seems to har^e made the best po.ssible arrangement from its 
stand-point by leasing the working to the companies. Expert knoAvledge is obtained 
at relatively ' insignificant cost to the Government as represented by that 
portion of the profits Avhich are paid over to the managing company. The.Govern- 
ment, moreover, escapes the inertia Avhich would, so it is urged, undoubtedly follow 
if they became the managers as they are the oAAmers of the raihvays. NotAvith- 
stancling the force of these arguments it cannot but be felt (1) that the present- 
arrangement of leases obviou.sly costs the G overnment a share of the p iuAfit, and 

i;;;^acticc of clioosins naiUva7»i^^^ oHlcors of the Government of India 

oven now quite common. 
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the Directors’ fees which might well be an addition to the public revenues. The 
additional work on the Railway Board will be very little if the management is taken 
over along with the ownership, and the possibilities of a more national outlook 
would be much greater. (2) The apparent conflict of interests between the Rail- 
way employees if turned into public ser\’^ants^ and the general trading public is, 
though not entirely unreal, still a distant contingency in India, When it does 
occur there is nothing to prevent special legislation to guide the employees in such 
services of Public Utility, as they have done in the United States and in the Domi- 
nion of Canada, and therebv minimise the cliances of a conflict which would result 
in serious losses to the public. Complete abolition of this possible danger is out of 
the question so long as Nationalisation is adopted in one branch of a country’s 
industrial life only ; but we can help by such legislation to reduce the' occasions of 
conflict and to lessen its intensity when one actually occurs. (3) The conflict of 
interests between the tax-payer and the trader, is as far as we can now see, likely 
to be more serious. The Indian Railways are noAv a paying concern, and every- 
body expects them materially to assist the Exchequer in the future. The Rail- 
ways are also recognised to be excellent weapons of affording substantial, though 
disguised, assistance to local industries. It is more than probable that the demand 
for a readjustment of the railway rates in India so far as to favour the local trader 
would in the immediate future assume a very serious shape. The state manage- 
ment of Railways would naturally make the demand more intense and less easily 
appeasable than if the railways were managed by the Companies, Readjustment 
of rates which would not take into account even the cost of operating might con- 
ceivably involve some loss and consequently the expected relief to the tax-payer 
might be substantially reduced. Tliis is indeed a serious contingency. But the di- 
fferentiation between the tax-payer and the trading public is not quite accurate, 
and the assumption based on such a differentiation may quite possibly not work 
out in practice as per expectations. Besides, the railways are likely to add to their 
profits by reduced rates or readjusted rates, rather than lose, as much from an 
inevitable expansion of business, as from the higher charges on selected articles 
intended to be discriminated against. The Indian Railways cannot yet be said to 
have reached what in economic theory woiJd be called the limit of working on the 
principle of increasing returns. There are possibilities of considerable reductions 
in the working expenses in getting the fullest service from the men and materials 
engaged; and, therefore, the assumed conflict, even if it does take place is, likely to 
afford a solution not at all hostile to the principle of state management of our Rail- 
ways, On the other hand it is too patent a fact to need any laboured arguments to 
support it that a truly national policy in Railway management is not to be expect- 
ed so long as Ave have the Boards of Directors located in a place not amenable to 
the authority of ffhe Government of India ; so long as the custom of selecting Di- 
rectors from among the influential retired public servants of India continues.* 
Wliether it is the question of the treatment of the third class passengers, Avho 

» The Aoworth Committee, already referred to, was appointed in 1920-21 to investigate and repor*' 
Upon the ciiiestion Anally. , 
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jfttovide the Bulk of the passengers traffic and also the greater portion of the earn- 
ings on that traffic, or it is the question of the treatment of Indian labour in the 
railways, or the adjustment of rates for the benefit of Indian traders, or the 
provision of efficient well-equipped workshops and factories in India for the supply 
of Eailway plant and material, our Railways will not afford the full benefits, direct 
and indirect, that might be ligitimately expected from them unless they are State 
managed. This aspect of the case outweighs in our opinion all the conceivable dis- 
advantages of state management, even if every one of them should materialise. 
We have yet to learn to look upon the Railways as something more than military 
convenience and commercial facilities; something in addition to a source of revenue 
to the state and employment to a considerable section of the population. And, this 
wider purpose of the railway will not be accomplished with private management 
and absentee directors, with indifference to public interests and insolence to the 
travelling public. Adopting such an attitude as regards the existing railways 
we would of course support the suggestion that all further construction should be 
carried out directly by State agency without an intermediar 3 >- to create a powerful 
vested interest which might conceivably be difficult to deal with at a later stage. 

On., the whole then we must pronounce in favour of a policy of Railway 
Nationalisation in the sense in which it is applicable to this country. The Railway 
finance in the future, if properly handled, would not only afford surplus revenues 
sufficient to construct the additions absolutely necessary; but also to provide 
enough margin to undertake the necessary irrigation or navigation canals in aid 
of or as a relief to the Railways. This is altogether besides the indirect advantage 
of the Railways -to-day in providing industrial technical training and experience 
in assisting the 'trade and industries of the country, in developing parts which are 
yet undeveloped. It would be a considerable relief to the public Exchequer in 
the construction of Railways if the policy of encouraging local bodies to build 
their own local railways on a less ambitious scale out of their own resources on their 
own credit, is developed considerably more than it is at present- The grave prob- 
lems of social reforms which have already made their appearance in crowded cities 
like Bombay or Calcutta, where national interests demand imperatively that con- 
gestion should be remedied at the earliest opj)ortunity, the construction of light 
railways or tramways would prove an indispensable adjunct of the reform move- 
ment. But it would be an unjustifiable waste of public resources if such construc- 
tion is handed over to private Companies uncontroJled by the Municipal or Dis 
trict. authorities, and would involve a lamentable, because avoidable, inequality 
in the distribution of Avealth Avhioji sooner or later Avould bring dire consequences 
in its wake. Out of the possible present requirements of 50 crores for additional 
necessary construction it is not an exaggeration to say that 12|- crores to 15 crores 
at least can be provided from local funds over a series of 10 years, if only the local 
authorities were properly to develop their local powers of taxation and borrowing 
9 ,nd the exploitation for their OAyn benefits of their local resources, Besides^ updey 



^Uch an arrangement tlie local bodies will judge for tbemseives and would be ob- 
viously more competent to make’ a suitable decision as between tbe possible alter- 
native means of communications ; a new light raihvay, a navigation canal or a 
fleet of motor lorries on improved roads in the light of local conditions. The 
resomces would thus be economised in the best possible manner with the chance of 
the greatest possible benefit. 

The question of separating the Railwa}’- Budget from the general finances 
of the Government of India would, if realised, add materially to the rapidity and 
expense of construction. It seems unlikely, under the existing financial position 
of the Government of India, that such a consummation would be reached in near 
future. But even if it were accomplished, and new railway construction were to 
be judged on the collective result of the existing enterprise, we w^ould still consider 
it advisable not to hasten construction until the alternative means of transport 
have been fully considered. 
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LXXIX. The Importance of the question : — The need for Additional Revenues: — 

After this brief examination of the existing sources of Public Revenues in 
India, we may now turn to the consideration of possible additions to these revenues 
in case of emergency. The problem,* however, denjands at the very outset a con* 
sideration of the question as to what, if any, is the need for additional revenues 
in India at the present time. Since at any rate the commencement of this century, 
Indian Finance has on the whole shown a creditable record, in which, despite some 
mistakes of policy or misunderstanding of ideals, the two sides of the national 
balance sheet have fairly general^ blancedy leaving, if anything, a favourable 
marging on the whole.* Apart from the War period and its necessary additions to 
the tax burdens, there was a marked tendency in the earlier years to a reduction 
in taxation f in consequence of the disappearance of the main dangers of the 
Indian Financial System, which were so conspicuous in the last quarter of the 
preceding century. We have now very little to fear from the bogey of Famine 
not because we have yet succeeded in abolishing famines in India, but because, with 
the provision already made, famines as such have ceased to command that 
attention or excite that apprehension which they used to do in the last century. 
Famine Expenditure is still a considerable drain on the Indian Exchequer, all the 
more serious because it is so uncertain ; but thanks to the scheme of Famine 
Insurance, and the measures taken in cosequence, thanks to the extension of 
Irrigation Works, and, to a smaller extent, of railways, neither the loss of life 
nor the other evils of the now ancient Famine history of India need be dreaded in 
all their intensit}'. The fall in .silver, again, Avhich was such a portentous pheno- 
menon in the closing years of the last century has not only been arrested, but at 
the present moment, is causing considerable gain to the Government of India in 
their Home Charges. J Provision, therefore, for additional re venues to meet 


• Since the commencement of this century there have been only lour years of deficit and sixty 
years of surplus. According to the Public Accounts the total surplus during the periodamounted to 
£58,466,365 while the total deficit amounted to £11,062,241 leaving a net favourable balance of £402,765. 
The ordinary deficit during the War years is also included in these figures. If we include the deficits 
of 1919-20 and 1920-21, %vhlch were caused mainly by the Exchange fiasco, the favourable balance 
would be reduced by one-third. 

t The conspicuous reductions in taxation have taken the form of (a) reduction of salt duty by 
stages from Es. 22 a maund to Re. 1 a maiind (b) the raising of the limit of the income exempted from the 
Income Tax. (c) The discontinuation of Provincial Hates ; (d) the decline in the Opium Revenue. 

J This gain seems to be a temporary one, unless it proves that the recommendations of the latest’ 
Currency Commission are adopted and carried out successbilly, and the rupee definitely fixed at 2 gold 
value. If it be believed that the present appreciation in the gold value of the rupee is caused chiefly by 
war conditions it would be yet premature to say that the new basis would prove any more permanent 
than those that have preceded. Tills phase of the Policy of the Government of India is at present exciting 
the bitterest criticism, as, indeed, has alw.ays been the case as regards the Currency Policy of the Government 
of India for now nearly half a century. Since tiie above was written the 2/- basis has again broken down 
and the rupee has fallen lower (March 1921) than at any time since 1818. The desslp.ation of their 
sterling resources by the Goveinmcnt in the mad hasto to give the rupee a gold basis in 1920 forbids 
tlioin now < March 1921) ) to adopt the oiibineasure which can restoie exchange even the £l=Bs. 15 
level. 



possible loss in Bxcliauge is no longer needed. Tbe uncertainties of Opium Re- 
venue, too, need not disturb the present day Finance Minister, as that source of 
Public income has already gone, and the revenues have now been adjusted to meet 
the loss. The normal grovd}h of existing sources of revenues seem to be quite sufh- 
cient to meet all possible demands on the Public Purse, assuming, of course, that 
the general principles of Public Expenditure, the accepted ideas are not changed. * 


The investigation into this problem of additional sources of revenues 
seems, at first sight, to be a little academic at best. We cannot, of course, set 
about such an investigation merel}^ on the theoretical question whether or not 
India is comparatively speaking lightly or heaviR taxed. Tbe question f has 
had its importance at a time when the ingenuity of the Indian Finance Department 
was much exercised to make good the increasing loss caused by the continued fall 
in the value of silver, combined with a war scare and recurring Famines. But to-day 
even supposing that India is relatively lightly taxed, there is hardly any 
financier of standing or reputation who, on that ground alone, would suggest a 
serious investigation into this question. It is, indeed, the mark of prudent financing 
to be prepared for contingencies and to provide some untapped reserves. 
In the old days the Finance Minister could always fall back on the Income Tax', 
on the License Tax, or the Salt Duty, to meet a sudden emergency, which it was 
considered unadvisable to finance by borrowing. But to-day we are not consider* 
ing any of these as exceptional sources of public revenues to be utilised only in the 
event of serious necessity. Though, as the war experience has shown, there is room 
for increase in the rates, and consequently in the yield of these taxes, it is never- 
theless, true to say that they have become permanent features of our Tax System 
and, as such, cannot be considered in the light of a reserve. Forty years ago 
when the Strachey brothers published their work on Indian Finances and Public 
Works, they could well urge that as there was no productive sources of revenue in 
Indian Financial System, the question of additional sources of revenue had more 
than a purely academic imjjortance, though even then they were ' optimistic 
enough to believe that the ordinary revenues were sufficient for all ordinary 
demands upon the Exchequer. J To-day it could not be quite fair to say that 


* We have deliberately left out the military factor.. Wars are not yet quite banished from human 
history and the two ITirst Peace Budgets of India give no indication of any changed attitude in this matter 
in quarters that count in India. Mesopotamia and Afganistan are frought vdth immense possiblities for mis- 
chief at the hands of the Indian Jingoes. But still, if the league of Xatlons is realised we believe the war 
fever will subside even in India though it would take time — ^perhaps longer than elsewhere. The latest Budget 
(March 1921) and the explanation of the military advisers of the Government of India leave no liope of an 
altered angle of vision of our bureaucracy. 

t Comparisons about the relative heaviness of the tax burdens are, as a rule, misleading, if not, futile. 
If We divide the total revenues of India by total population we would get on astonishingly low figure of 
average tax burdens borne by each individual. To get a more accurate idea we must ascertain the relative 
income or ability to bear the tax, which in India is very low, as also the figure of tax actually lalliii" on 
each individual. Even if we can make accurate calculations on these points, it would be difficult to ascer- 
tain the real extent of the sacrifice involved in the payment of the taxes and consequently such compari- 
sons would serve no useful purpose in- practice. 

X Optimism is an indispensable qualification of the Anglo-Indian Financier who kno-wa that the people 
of India would easily be frightened by a show of pessimism. It is difficult accurately to say in terms of 
£ 8. d. what would be the total requirements of India if all those objects were to bo attained. If we allow 
40 crores a year for education and sanitation, 15 crorcs a year for redemption of agricultural indebtedness 
for. agricultural Improvements, 10 crores a year for extension of Irrigation, navigation and other transport 
facilities, and 15crores at most for interest and sinking fund on the new productive debts incurred or guarante- 
ed by the Government for the Industrial regeneration, we have to face additional requirements of about 70 
crores a zar. Itis reasonable to expect economy or retrenchment in the existing Civil Expenditure of E.s 5 
crores and military expenditure of Us- 20 crores. This would leave Rs. 50 crores still to be provided for bv 
dditioual taxation and new sources of revenues. ^ 
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tiie Indian Budget gives cause for appreliension owing to the absence of anj 
productive sources of revenue, owing to the absence of elasticity in tbe revenue 
system as a whole. 

Tbe real reason, therefore, why we should be at all justified in starting such 
an enquir}’^, is to be sought in a change of financial ideas. We have progressed 
since 1880, and our conception of the duty of the State has altered in the interval 
beyond recognition. We have definitely accepted, or we shortly must accept even 
in India, the taxing power of the State as a great weapon of Social Reform and 
Industrial Assistance. We look to the state to recast our entire education 
system, and increase its expenditm'e proportionately : w^e demand from 
the State substantial aid in combating disease and poverty, in fighting th® 
chronic indebtedness of the Indian Agriculturist, and overcoming the apathy o 
ignorance or inexperience of the Indian Trading and Industrial Classes. W^ 
expect Demonstration Factories and Experimental Farms at public expenses 
We seek a better, healtheir, more equitable distribution of the national wealth 
by means of wider extension of public or collective enterprise ; and until tbe 
ideal is realised by means of tax adjustments, a more equal measure of sacrifices# 
for the public needs. We try to utilise the powers of taxation in fighting evi i 
habits or customs which are injurious to the individual, and through him to the 
race or the community, until we Imve so far educated public conscience as to. 
make at least the majority recognise the necessity of absolute prohibition of 
deleterious consumption, or complete abolition of harmful customs. Under 
the circumstances, investigation into the problem of new taxes or wider 
additional sources of public revenues, has a vital importance on the future wealth 
and happiness of the community as such. , 

LXXX. THE POSSIBLE SOURCES OF NEW TAXATION. 

If we compare the Indian Tax System with any European or American System 
of taxation, with a view to find out what sources of taxation are yet untried in this 
country, wfe would discover many which are quite unknown, and have, therefore,, 
been pronounced unsuitable for this country. It is true the difference in condition.*- 
governing Indian Society from those governing European or American Society 
explain to a large extent the absence of those branches of the tax system which in 
other countries are so productive. As a rule however, the assumption is quit«> 
empirical that because a tax is unknown it would therefore be unsuitable as well, 
or more plausibly, because the conditions of orthodox Indian Society 
rendered the experiment undesirable from a political point of view 50 years ago 
that, therefore, the same apprehensions should be entertained even if the Indian 
Society has admittedly changed in the meanwhile. Given the necessity or justi- 
fication for an investigation into the possible additional sources of revenue as above, 
we shall, however, proceed first to discover new taxes, i,hose being the obvious, 
orthodox methods of raising public revenues, and think of other alternative or 
concurrent sources of income, without assigning undue weight to such hypotheticy.^ 
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considerations of suitability as may have had their justification in the past, 
but do not, on reflection, seem to have the same justification to-day. 

(a) NEW TAXES ALREADY PROPOSED IN THE PAST. 

In the Strachey Brothers’ work, already referred to, taxes are mentioned 
which, in the opinion of the authors, might well be resorted to in financial emer- 
gencies without the burden proving appreciably hard or without their incidence 
disturbing the national industry. Some of their suggestions, like the one relating to 
fncomeTax, have no great importance to-da}'’, as tliose suggestions have passed 
the stage of being considered extraordinary sources, and are embodied as 
permanent features of our tax sj'-stem. On the other hand other suggestion, like 
the one relating to land rates, must now be approached from a different standpoint 
altogether. As the authors anticipated, educated India now considers the 
Permanent Settlement of Bengal, and the consequent inequality in the burdens 
of taxation in the different provinces as an institution which stands in need of 
radical -modification in the interests of the community at large. But the most 
appropriate mode of modifying the permanent settlement would be rather by 
means of an extension of the Income Tax to these incomes than by any system 
of Land Bates, as proposed by the Stracheys. For it is not inconceivable that 
cates on land may be actually shifted on to the tenant, and tlie Zamindar might still 
"Siscape the burden of the tax. Such rates, moreover, would have to be necessarily 
made moderate, while the Tax on Incomes .may be made to follow the exisgencies 
of the moment more easily. If we assume that the untaxed income of the Bengal 
Zamindars amounts to Es. 20 crores a year | whicli, as much by its size as by the 
•qase with which it is acquired, miglit fitly be taxed at an average rate of 25 %, 
the total increase in the Income Tax would from this source alone amount to Es. 5 
crores. And if that is not quite enougli to secmw equality of sacrifice, a succession 
duty may be imposed on the same class of people to add another Es. 2|- crores 
B. year to the Exchequer. There are landlords also in the United Provinces, in 
Madras and the Central Provinces and in the Punjab ; and though their assess- 
ment was not originally quite so liberal as that of the Bengal landlords, they too 
have escaped their just burdens of the national requirements. Altogether it 
would be a modest estimate to say that the Income Tax, coupled with a succession 
■duty, affecting great landed property, with a rental exceeding Es. 5,000 a year 
And at a rate varying from 5% to 33 % ought to yield at least. Es. 10 crores 
more to the revenue without in the slightest degree proving burdensome. 

* “ The time will inevitably come when the intellgent portion of the community in the rest of India will 
appreciate the fact that in consequence of an arrangement ignorantly made nearly a century ago the richest 
elass in the richest province of the limpire beai-s far less than its just share of public burdens ; that the 
<*tlier provinces, all of them comparatively poor in natural resoiuces, aie therefore paying several millions 
„ year of taxation from which they could otherwise be exempt, and that, what they lose from this arrange- 
ment the people of Bengal do not gain. When this is understood and admitted, .except by the Zamindars 
1 n Bengal itself the application of the needful remedies would be an easier matter than it seems now” 

( Op. Cit. p. 358). We must add in fairness to the spokesmen of the Zamindar class, that the best among 
them have begun to perceive the unfairness of thdr advantages. The proposal to include agricultural income 
i n the increased Income Tax during the Avar was, it is curious to observe, defeated mainly by the A’otes 
iinfetteredl of the official members of the Imperial Council. 

t Strachey estimated this yield from land rates at £ 6 million. At the present time it is estimated 
tliat the total rental of the Bengal Band Lords is four times the land reA'enue of t]tot Province. Taking 
the Bengal Land Kevenue at Us. 4.2 crores for Bengal, Bihar and Orisa, the total rent ought to be 
Bg) 18 crores. The estimate aboye is, therefore, pot much above the mark* ’ ^ 
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Tlie mention of succession duty suggests anotlier tax that is conspicuous by 
its absence in the Indian Financial System. But the conditions of Indian Society 
' in this respect are fundamentally dissimilar to those of society in Europe. The 
greater proportion of the taxable property under such a tax would of necessity 
be paid in this country by the agriculturists ; and as the agricultural classes 
admittedly are bearing their share and more of the national burdens, it is alleged 
that Succession Unties have no future in India. The bulk of the cultivators or 
small land-owners would no Houbt have to be excluded from the operation 
of a succession Duty; but there is no reason to exempt the larger land- 
lords, who hitherto have not taken anything like their fair share of the 
country’s burdens. In their case , moreover, the administrative difficulty occasioned 
by the absence of any machinery for the collection of such a tax is insignificant, 
as the law and practice of succession is analogous to that of England, and 
a similar machinery can be easily instituted to collect this item of revenue. 
As regards personal property, it is true that Indians have not, speaking very 
broadly, yet acquired the economic habits of investing all surplus wealth, and 
thereby rending the transition from the dead to the living an easy stage for taxa- 
tion.* But within the last twenty years, and still more within the last five vears, 
conversion of personal property in easily realisable and earning forms has made 
appreciable advance ; and' certainly in the great towns, the taxation of per- 
sonal property by means of a Succession Duty is now'-a-days much more 
easy than Avas the case forty years ago. It is difficult to say what exactly is the 
amount thus held in the form of Stocks, Shares, Scrip, Bond and Negotiable 
Securities, ]\Iortgages etc. Judging from the return of the Registrars of Joint 
Stock Companies and Finance Department as regards the National Debt it would 
not be much under 500 crores in India itself. Oji a rough calculation it may be 
assumed that about a tenth changes hands every year, and may be brought 
under taxation by means of' Succession Duties, and yield about 5 crores. 
There could be no great objection to the Succession Duty, if very small proper- 
ties are exempted, say those under 5,000 rupees value. There is, however, the 
plea, urged long ago by Sir James Stephen, that a succession duty in India w'ould 
operate most iniquitably as, under the system of Joint Family and Joint Owner- 
ship in the Family Property, the demise of the head of the family in most instances 
would be an occasion not of additional strength to the survivors, but rather of 
Aveakness owing to the earning membefr of the family being cut ofi, and the conse- 
quent difficulty of making the property pay. As far as this argument afi’ects 
the case of small proprietors, it is unansAverable. The co-proprietors gain, on the 
death of one of them, to the extent of the personal requirements of the deceased; 
but they lose to the extent of his earnings wdiicli are frequently more than 1 is own* 
expenses. The gain is frequently much less than the loss. But if wq expempt 


It. is of course c&minonly nllegetl that Indian capital seeks no profitable investment and is lioarded 
for the most part- , If, however, we extend the meaning of the term Investment to Agricultural Loans, and 
if we had any reliable records of such loans the question of succession duty would lose much of the present 
difficulties connected h’lth if. 
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4s we mustj very small* properties from the operation of sucli a tax j if we set 
up a reasonably liberal system of refunds for excessive collections, it is not impos- 
sible to believe that the Succession Duties might, even in India, afford an 
easy, convenient, handsome source of Public Revenues. 

Another very productive source of revenue would be found in the consump 
tion of Tobacco. It is certainly not a necessary of life, and is yet consumed by 
very large numbers of population in India. It is certainly not a beneficial habit^ 
and the taxing authority may have similar justification, as in the case of the 
Excise Revenue from the consumption of the intoxicating liquors and drugs, 
for attempting to obtain a considerable revenue from this not quite desirable 
consumption. Tobacco monopoly has already proved very lucrative in France 
and Austria-Hungary, and there is no reason to believe that it would be otherwise 
in India. True, the cultivation of tobacco is scattered in the different provinces 
so much that the task of supervision with a view to prevent evasion of the 
monopoly is likely to prove arduous and possibly expensive. But the expe- 
rience of the provincial Agricultural De]Dartments would, after a few years, suffice 
to obviate this difiicultj’- ; and, in course of time, a machinery would be evolved, 
which would prevent the infraction of the monopoly at the same time that it 
would collect the revenue. Possibly the revenue Avould have to be collected, 
following the opium model, in two steps ; a license fee in the first instance for the 
cultivation of tlie tobacco, subject always to the understanding that all tobacco . 
grown shall be sold at prescribed rates to the Government exclusively, Govern- 
ment undertaking to make advances during cultivation from time to time as 
required. The crude tobacco may be manufactured in a central state factory, 
and a monopoly price might be fixed by the Government for the vend of the 
' cigars and cigarettes at post offices or other public agencies. To make the 
monopoty effective, the Import Duty on foreign cigars and cigarettes and tobacco 
in other forms would have to be raised proportionately, so that the total revenue 
would probably be something ^like 10 crores from all such sources combined.* 

TJiese three taxes jiiust be introduced in our tax system as much because 
without such taxes tlic incidence of burdens is grievously unequal, as well as 
because, if the suggestion here made for the expansion of the activities of the 
State are adopted, the needs of the State will not be satisfied unless some 
such sufficient addition is made. They represent the minimum which accord- 
ing to our calculations will be needed by the Government of India when it is 
actuated by a truly Indian national sentiment, and undertakes a programme 
of national development which has so far been woefully neglected. There are 
other taxes which, perhaps, would not be suj)ported on the ground so much of tlie 

* Sferacliey estimated a tobacco monopoly revenue at £ 4 million. Combined with-license fees and 
customs duties, it might be reasonably estimated at Rs. 10 crores. The objections as regards the uncer- 
tainties of the yield of crude tobacco owing to differences in seasons, as also, the objections as regards the 
differences in quality and the consequent difficulties in prices of crude material, have no importance, 
beyond causing some administrative difficulty. By differentiating in the prices of the flaishod article .and 
establishing a. reserve against unfavourable saisons, these diHiculbiCa can bo casilv obviated- The 'J’obac- 
CO revenue, by Its very nature, must necessanly go to the Provinces. Inter provincial arrau'^Dnients inust 
be made to secure uniformity of the tax. The Import fluty must be raiseil much higlier than m' 1921, 
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heeds oi the State* as rather o^ the effects of the tas in discouraging or p 
an end to some harmful social custom. Thus it is a notorious act t rat mnc o 
the indebtedness of the Indian peasant and artisan springs from injudicious y 
heavy expenditure on ceremonial occasions like marriage or funerals. If, by a 
system of Registration Rees, or by duty, a fairly hea^y tax on thp exnenditure 
attending a marriage ceremony were levied, there is reason to believe that tire 
present wasteful expenditure, will be considerably reduced. To be effective the tax 
will have to be graduated oir the double principle of the scale of expenditure, as 
well as the age of the parties. This latter is an ideal of social reform which will 
be perhaps more easily effected by means of taxation than by an amount of preach- 
ing. The long established custom of injiuiously early marriages among the 
Hindus as well as the Mahomedans in India would receive an effective check, if a 
proportionately heavy tax is imposed where either of the marrying parties is under 
say ten years of age, tlie tax being reduced with the addition of every year 
to the age of thejparties till it disappears altogether when the parties are over 
fifteen. There are nearly five million marriages a year. At the flat rate of Rs. 5 of 
Licence or Registration fee for every marriage or a graduated tax according to 
Expenditure, concurrently with the License duty, ought to bring into the Exche- 
quer about 5 to 7 crores of rupees at least. There is for the present at least 
no danger of the tax acting as a deterrent to the celebration of nuptials in India 
and the promotion of irregular unions, since the very largest majority of the 
Indian people regard Marriage as a sacrament, which will not be avoided for the 
sake of a small tax. To the social reformer the tax would in all probability be 
welcome, though it is probable that the tax might not command the same respect 
with the majority. As the reform of the institution of Marriage is extremely 
desirable, and the prevention of wasteful expenditure equally to be wished for, 
the tax may be advocated, even though it should in the long run involve a certain 
measure of unpopularity. To an Indian Government constituted difi'erently from 
the present one, and resting on the support of the people, such social experiments 
would not seem hazardous merely on the political danger of unpopularity, though 
of course, the Ministers deriving their power from a majority of votes may liot feel 
sufficiently bold to venture on such steps. It would be disastrous for India if 
the Spread of Representative institutions spells a stop to Social Reform Legislation. 
We prefer, however, to believe the leadership in India would be as much 
the result of personal magnetism of the leader as in any other countries; and that 
the education of the public conscience by such leaders would make such ex- 
periments much more easy that they seem to-day after sixty years of the complete 
Laissez-faire in this respect. In any even this would not be a tax on which it 
would be quite safe to rely as a permanent productive feature of the Budget, 
except in so far as it takes the form of a small Registration Eee. In the earlier 
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years, iowever, it may yield very substantial sums, if -tlie governing classes 
would iave tlie boldness to adopt sucb measures. 

Other taxes besides these may be discovered by a diligent search and may be 
imposed according to the finacial necessities of the moment. With varying 
degrees of productivity ve might mention a tax on Houses, a tax on hlotor cars^ 
carriages or other vehicles ; a tax on Horses, servants and other means of display 
rather than necessity ; a tax on betel leaf and areca nuts. With the exception, 
perhaps, of the last, these are all taxes likcl}’' to be most suitably managed by 
Local bodies than by the Central or even the Provincial Governments. In view 
of the suggestion that local bodies should be encouraged to extend their sphere 
of activities by undertaking productive public works within their means, such as 
light Railways or navigation Canals or other more suitable local industries, such 
additions to the Local Public Purse cannot but prove welcome. In large cities 
like Bombaj’' or Calcutta, the House tax and the vehicles tax may quite possibly 
be made to yield substantial sums, j And even in smaller towns they would certainly 
fall on the classes best able to bear such taxation, and thereby improve the credit 
of the locality. As adjuncts to the Imperial or Provincial Finance we consider 
such taxation quite unsuitable. 


kXXXl. OTHER SOURCES OF REVENUE. 


But while the possible sources of new taxation cannot be expected to meet 
fully the requirements of an ambitious programme of Industrial development 
and Social Eeforin, we must realise .that a well, planned scheme of Industrial 
development might, after a very short period, yield substantial revenues to 
the^ Government and thus facilitate its own extension. There are a number of 
obviously paying industries which the Government of India might start or assist; * 
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Ond whiclij if the programme is carefully planned in advance, would be so 
productive as to meet the burden of further extensions and improvements out of 
the revenues of projects already commenced. Thus to mention but a few of the 
most obvious cases, we would suggest that we have great possibilities of develop- 
ing the ship-building industry. If only the mail and the coastal traffic are reserved 
.for Indian built and Indian owned ships, within three 3mars the shipping depart- 
ment of the Government rvould meet all its expenses and leave a handsome surplus, 
if we are to believe the calculations of the newly started shipping companies 
in this country. * It would obviously be a source of considerable capital outlay 
at first, though nothing like the outlay required for the Railways. • The total 
capital required for such industries would have to be borrowed, where the revenue 
surplus would not suffice to afford tlie necessary means for construction and im- 
provement. Tlien again, there is the motor car industry. The possibilities of 
this new industry are not jmt fully investigated, and it may be tliat the poverty 
of India in the matter of iron and steel may render the profitable establishment 
of tliis industry difficult. )Should, hoAvever, it be found possible to undertake the 
project Governrjrent would obrdousl}^ be the best agenc}" to Inclde it. The much 
more profitable industries, still untried in this country in spite of great possibilities, 
are tlie industries connected with Forests and mining enterprise. Banking and 
InvSurance business, wliicli to-da}’- bring crores of rupees of profit to private indi- 
viduals, rendering by no means the most efficient service, are a legitimate field 
even now of public enter-prise. These would mean, without even a period of ini- 
tial waiting, considerable revenrres to the Public Exchequer. If in addition^ o 
the orthodox or conservative Banking and insurance business, the State embarks 
upon a more ambitious scheme of Industrial and Agricultural Banking; If 
besides, the hackneyed business of Fire, Life and Marine Insurance the State 
afi’ords Insurance against Railway accidents, against burglary or other similar 
risks, against industrial disabilities and agricultiu’al pests, the business can 
be vevy considerably extended, causing very little additional outlay to the State, 
particular!}'- if the Post Offices and Railwaj^ stations are utilised to serve the 
public in such matters. The public confidence will be all the greater in such • 
enterprise when conducted by the State than Avhen carried on by private indivi- 
duals. The existing private institutions of this kind are admittedly inadequate 
for the needs of the country even in the limited busineess they transact. There 
could, therefore, be no reasonable objection to the State extending its activities 
in the same sphere for public benefit ; and the existing corporations will in all 
. probability gain by the support of .State institutions Avhen established. The 


Contd. from previous page’ 

In other cases requiring large capital It would he hest to confine the industry to the State and work 
it on a coiiective basis. The oniy danger that at this stage has to he feared is a possible groAvth 
of Provincial rivalries, if localisation of industries takes piace irrespective of local sentiment. We 
believe, however, that the growth of a national sentiment combined (.with the use of the Industries 
thus commenced for a truly national object would go a long way to mitigate the force of provincial 
jealousies. 

• The fact that recent private ventures in that line now stand at a discoimt is explained by other 
- {ictprs which Ueiyo nothing to fio with the possibilities of that industry in India, 
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teveime from a wall developed Banlmg a„d Wance enterprise alone may be 
put at tlie lowest at not less than ten crores annually.* 

The qnestion of finding the nece.ssary fends (or the estabfishment of all these 
vaiions ventares has again and agaign been indirectly referred to, but not speci- 
al y disousssed. Borrowing would no doubt have to be resorted to on a large Lie 

or the initial outlay, while all subsequent extensions may be expected to L met 

out o the current revenues. The Government of India has aIrLdy accumuIaTed 
considerable reserves for the stability of the Anglo-Indian Exchange, and for the 
conveitibihtj. of the Paper money in circulation. A portion of these funds may be 
safdy diverted to .such project.,, particularly, if simultaneously improvements 
in Banking facilities render the apprehensions about exchange and conversion 
relatively iimocuon.,.. There are, besides, considerable amounts locked up in 
charitable funds which might, if the Government commanded the full confldLe 
o le community, be utilised for the .same purposes, f The sums possessed bv 
Beligious bodies and remaining practically utterly idle are another source o'f 
capital wliicli a national Governnieiit of India must tap rnlher than render its 
credit .seitsi ivc by a resort to foreign money markets. It would be bold to s4 
how much the immediate capital requu-ements of India could be provided by 
India herself , but, modest estimate might suo-gest that half j ^ 

met by indigenous resources, il only the Indian financiers Low the right means 
to set about their business. J means 
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the .pressure would be substantially reduced on agrieultuie, and ‘the horrors 
of famine and unemployment would be avoided. * 


As already mentioned it is impossible to outline all the reasons why we 
have advocated State or Collective enterprise in at least new industries. One 
reason at least may here be mentioned. That India must work out her industrial 
ambitions by adopting the methods which are now collectively described as the 
Industrialism of the West does not admit of any question. There is no hope for 
the handicraftsman and the small artisan or else there would be no chance for 
India to become a great industrial country. ^ If this principle is accepted, India 
would be able to avoid all the dangers involved in the class conflicts, monopoly 
pressure, private greed, waste or short-sightedness if from the outset the principle 
of collective enterprise is frankly and fully adopted, in at least those industies 
which, admitting of large scale, concentrated operations, are yet quite new 
in the country, and therefore have no vested interests to contest or conciliate.^ 


* I have ■worked out this CLuestion more fully in my lecture on Indian Industry and Commerce, 
not yet published. The conclusion is the same, but I think in the estabUshed industries of cotton 
and jute, for example, the co-operative production and distribution should be tried as an alternative 
to private enterprise, as a solution of labour unrest, as a modification of the dangers of a Protectionist 
Tariff Policy. In transport and in industries based on agriculture, like sugar refining or rubber manu- 
factures, also there is a limited field for the cooperative enterprise- 

t The emphasis laid by Mr- Gandhi, in his Non-Cooperaton campaign on the Ppinnig Wheel 
the one redeeming agency for India seem to imply, a curious perversion of liistory. The Spinning 
wheel has no future against the Power Mill and. as a nation, we cannot allow the waste of 
energy involved jn denying to the nation the mechanical improvements and labour saving devices 
perfected in the West. Without being at all enamoured of the Western Industrialism, we may yet 
refuse, in the interests of the Indian nation to surrender the triumplis over nature won by man 
whether in the East or in the West. 

t To the degree that collective enterprise succeeds, the financial problem would change its aspect 
from that of public revenues to the one of a more equitable distribution of the National Wealth 
Profits as we nowundertstand them, wll not be the one index of success ; for the profits will be 
absorbed more and more by Increase In wages or by cheancr service to the, community. 
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LXXXII. SUMMARY OFITRECOMMENDATIONS. 

We have now reviewed the principal sources of revenue and expenditure ot 
the Government of India and made our suggestions touching the improvement of 
a good many of them. If the recommendations made in this work were all given 
effect to, the Budget of the Government of India, taking the Imperial and Pro- 
vincial Accounts together as has been the case until very recently, would stand 
somewhat as follows ; — 


Revenue. 

In Crores 

Expenditure. 

In Crores 


of Rupees. 


of Rupees. 

Land Revenue 

.. 20.00 

Direct Demands 

.. 20.00 

Opium 

.. 3.00 

Interest on 


Salt 

.. 7.00 

Industrial Debt 

.. 20.00 

Stamps 

.. 15.00 

Agricultural „ 

.. 15.00 

Excise 

.. 35.00 

Transport „ 

.. 15.00 

Customs 

.. 40.00 

Unproductive „ 

.. 10.00 

Income Tax &c. 

.. 35.00 

Departmental 


Forests Domain 

.. 10.00 

Education 

.. 40.00 

Registration . . 

.. 10.00 

Police 

.. 10.00 

Post Office 

.. 15.00 

Post Office 

.. 10.00 

Railway Property 

.. 40.00 

Sanitation 

.. 5.00 

Irrigation 

.. 10.00 

Law 

.. 7.50 

Industries 

.. 70.00 

Agriculture 

.. 5.00 



Miscellaneous 

.. 7.50 



Pensions &c. 

.. 15.00 



Transport & Communications . 10.00 



Defence 

.. 35.00 

Total Revenue 

..250.00 

Industrial & 

.. 15.00 



Development 

250 

In these figures, which are, of course, 

very rough guesses the principles involv- 


ed have already been discussed before. The only explanation that need be offer- 
ed here is. The land revenue has been reduced from 35 to 20 Crores in accordance 
with the principle of exempting a minimum of income from taxation. Again 
while the ideal of abolishing the drink traffic or that in other intoxicants must 
never be lost sight of, and that attem 2 )ts must steadily bo made to reduce all traffic 
of the sort and consequently all revenue therefrom, the figure given above will fpr 
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a W years to come go'on rapidly increasing. It is only in tlic last item, tiie pro- 
fits from the industrial domain of the state that we have provided a remedy for 
tlie predilections or weaknesses of the financier, inasmuch as the declining revenue 
in Excise will be more than compensated for by the increase in the last item in the 
list. If the Excise revenue is to include tobacco rcvmme as well as Opium re- 
venue, the figure will for some time be much larger than what has been hazarded 
above. Similarlj^, the Customs Eevenuc, though no longer devised merel}’’ for 
the purpose solely of revenue, will be a growing item at first, vdth possibilities of 
effective checks to the growth in proportion as the ideal of indegenous development 
is realised. In that case, if our system of fijiance is properly balanced, the increasf 
in the last item as well as in the Income and otlier Direct Taxes will make up for 
the decline in the Customs revenue. Eor the Post Office, the Eorcst Domain and 
Transport items no further explanation is needed. The elimination of the item 
of Tributes from the Native States is in accordance with our conception of the 
solidarity of the Indian nation against which tlicse anachronisms of Indian States 
are so man}' hindrances. "We have discussed in a later section the jiossibility of 
rearranging the finances of India on a national basis. Tfic ilcjiis of Inleicst, de- 
partmental and miscellaneous receipts have bccii altogether c.Kcliidcd from the 
llevcuuc side. 

On the side of Expenditure, itis necessary that the military cxj)cmli(iirc .should 
be definitely limited, by a clear definition of the ])urpose of (he army. There must 
be no occasion for any subterfuge, no po.ssibility of its abuse in aggression upon 
our neighbours. And in so far as these neighbours may afford legitimate grounds 
of apprehensions for our national safety, the limits must be clearly, precisely drawn 
as to the point where national defence ends and Imperialistic aggression begins. 
The head of Interest is explained by its .subdivisions. We have classed, against 
the principle laid down elsewhere, education under dcpartnrcntal exjicnditure, 
not because we have lost sight of the fundamcnfal distinction, but because for 
the purpose of this summary such a classification is convenient. The table given 
above does not show at all the one principle of public expenditure in India on Avhich 
we have insisted ehsewhoro. There will be no ehani'c of a radical reform in our 
financial sy.s<em so long as the ITomc charges arc not utterly abolished, no means 
of introducing a rational currency system so long as our Government continues to 
be obsessed with large annual payments to be made in a currency other than the 
one commonly accepted, or legally established, in the country. The mere expe- 
dient of increasing the proportion of Indians in the public services will not help. 
We must definitely resolve finally and completely to do away with the costly foreign 
agency within a given period. Our non-effective charges will thu.s bo payable 
within the country, while the incubus of the British War Office will be abolished. 
As regards Interest, even granting that a certain amount has t-o be ]iaid out of 
India, the burden will be insignificant if the indebtedness is incurred for produc- 
tive purposes ou strict commercial principlcvS and is inanaged l)y properly conduct- 
ed banking institutions. 
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In Civil Expenditure we Lave urged in its appropriate place the need ior a 
revision and redistribution in the salaries and emoluments of public servants. 
In the grossj therefore, we cannot expect any economy worth speaking off, unless 
we take into account the gain from increased eflhciency and greater contentment 
of the lower paid services. The industrial expenditure may be of capital and non- 
recurring nature, or may be recurrent. It would be best to charge it against reve 
nue upto a sum suggested in the table, and beyond that to loan account. 



PART IV. 


_4 

THE PUBLIC DEBT OF INDIA. 


LXXXill. Nafufe of Public Credit and the Necessity of its Use. 

The practice of borrowing by great states in modern times lias become so 
common that we are apt to forget the relative!}^ very recent origin of this use 
of public credit, and also to misunderstand its nature. If by credit we under- 
stand the power to obtain command over anotlier’s ca.pital or wealtli, acquired 
with the free consent of the true owner in return for a promise to reimburse at 
a later date, together with a regular paymeixt of a stipulated interest, we must 
recognise some important fundamental differences between public and private 
credit, and the consequent difference in the treatment of public and jirivate 
indebtedness. In the case of private individuals in all ordinar}* borrowing the 
borrower must offer to the creditor some security — a mortgage or a pledge — out of 
the borrower’s e^'isting or expected wealth, witliout Avliich the loan operation 
would be difficult. In tJie case of public borrowing by the state, it is, as a rule, 
impossible for the state to alienate any portion of the public domam, even if the 
State possesses one.’'' In fact, in most cases the effective cause of borrowing 
by the State is the absence of any realisable and alienable wealth belonging to 
the Government as representing the State. This great difference between a pri- 
vate borroAver and State borrowers leads to considerable divergences in the 
contract of Loan. The creditor in the case of private borrowers can in the last 
resource, realise his claim out of the specific seciuity" obtained at the tunc 
when the loan contract Avas made ; but there is very little, if any at all, pos- 
sibility of this nature in the case of the indebted States. Again, Avhile a private 
borroAver, given the AAdll and the foresight or prudence required, can make 
regular and immediate provision to meet his debt when it should fall due by 
increasing his efforts to produce or by cutting doAvn expenditure, the debtor state 
cannot alAA^a5^s and readily adopt such a course. More often than not its loans 
have been contracted for ijuiqjoses AA’hich liaA'^e no substance or surplus behind. 
And the public Expenditure of the State admits of no rapid and proportionate 
curtailment such as Avould guarantee the repayment of the Loan AAdien due. 
Works may ha v^e been commenced or policy adopted Avhich could not bo altered, 

* ATor the liquidation of German inde'btedne.'«s, the proposal to hypothecate the German Hail ways 
and public mines_ is now frequently lieard. In a manner the conditions of. Heparation in the A’'ersnilles 
Treaty suggest an indirect hypothecation of tlio German national resomces. It remain-s to he see*, 
how far the sovereignty of the new German State ■will in practice proA'e compatible 'with these condl- 
vions, how far the League of Hations rVould enforce or modify the Versailles Treaty in this, particular. 
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and, therefore, expenditure in connection with them cannot be reduced. 
Public servants again, may have been engaged who cannot, without serious risk 
of chronic unemployment and wide-spread misery, be dismissed to afford 
relief to the Public expenditure. Hence, though the State enjoys the advantage 
of being sole judge of its own solvency, though it admits no limits to its revenues 
save those imposed by the absolute needs of its citizens, it is yet in a raarkedlj'' 
ilifficult situation in the matter of retrenchment to repay its debts. 

Such being the differences between the nature of private borrowing and that of 
the >State, the question next arises how far and on what grounds is it advisable 
for the State to borrow. If on every occasion that the receipts do not suffice to 
meet the disbursements recourse is had to borrowing, the limit will soon be reach- 
ed beyond which not ail the exercise of the sovereign powers of the State would 
suffice to meet even the interest charge on the new debt added every time. 
Under such circumstances the State will be faced with an annihilation of its credit 
altogether. The common device of incompetent or timid financiers to borrow on 
the pretext that the deficit in the Budget is due to extraordinary expenditure, 
not likely to recur in the subsequent years, and therefore not fit to be charged on 
the current revenues, is subversive of all sound principles governing the manage - 
ment of public credit. An outlay, which in a given year appears to be extra- 
ordinary, e. g. reorganisation of the Army, or the cost of a military expedition, Oj. 
of famine, may yet be recurring if not in the same form or the same object in the 
subsequent years, at least with the same effects as far as the public Purse is con- 
cerned. But even granting the Non-recurring character of such extraordinary 
expenditure, that by itself is no justification for a recourse to borrowing rather 
than looking to current revenues to finance such an outlay.* It may, indeed, 
be that the revenues of the State are for the moment so fully charged with the 
ordinary expenditure that for that year at any rate borrowing may be inevitable; 
but if so such a loan must be for the shortest possible term, and provision must 
be made by the state to pay it off from the increased current revenues. No debt 
incurred to cover a temporary deficit in the ordinary income should be such as 
to accumulate and increase till its interest charge should come to be so great as to 
absorb all possible increase in the revenues. 

The proper justification for the use of public credit, then, is to be found in those 
objects of public utility, the cost of which is too large to be met out of current 
revenues, and the result- of which is expected to be such an addition to the current 
revenues as to render the burden of the debt insignificant. As all public borrowing 
is an inroad upon the capital of the citizens^ which is thereby diverted from 

♦ In England, tlie home of sound Finance, the opinion seems to have gained ground ever since 
the time of Wm. Pitt the younger that it would be preferable, as far as possible, to finance a War 
by increased revenue than by loans ; and what applies to AVar applies to all other apparently extraordi- 
nary non-recurring expenditure. Gladstone, in his Budget Speech of 1854, has made the principles 
governing W ax Finance classic. The line of distinction between what outlay should be met by loans 
and wliat by taxation may be said to lie along the possibilities of benefit to the subsequent generation . 
Borrowing would be necessary as w'ell as commendable if from a contemplated outlay the generations 
to follow are expected to derive material benefit. Borrowing would he ruinous if incurred only ro 
cover up the waste caused by our generation in tne eyes of our posterity. The eighteenth centuy 
opinion that all public borrowing Is beneflctaUs thus without justiflwtion. . ■ . ' , 
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productive purposes in the hands of private individuals, the State would not he 
justified in causing the diversion, unless it is expected to accomplish a similar object 
which private individuals may not attempt because of its vastness or unfamiliarity. 
It may sometimes happen that public borrowing for objects of utility, or rather 
for reproductive purposes* would not meet this test, if we consider only pecuni- 
ary results to the State itself; but if as the consequence of this extension of pub- 
lic activit}’", there is an addition to the wealth of the community, this indirect gain to 
the State may afiord sufficient justification for the original borrowing. And 
there are other advantages of the State utilising its credit for such purposes. It 
gives an impetus to the instinct of saving and consequently to the formation 
of capital by afiording safe channels for investment. Its operations engender, 
also, the habitude of dealing in securities or intangible wealth. Only care must 
be taken that by too frequent a recourse to borrowing the State should not 
destroy all spirit of private enterprise, or create unnecessary fluctuations in the 
market for capital leading to unjustifiable speculation. 

If public indebtedness should have been incurred exclusively for productive 
purposes the question of paying off the debt has hardly any practical interest. 
The question must no doubt remain very important in every case of a debt incurred 
for purposes which leave no tangible assets behind it to meet the charge. Provi- 
sion, whether by means of a sinking fund or other specific Reserve, or by additional 
taxation, must be made to pay off such a debt ; for the sooner this useless 
burden is removed the better for public credit and general welfare. But in 
the case of debt incurred for objects indicated above, the surplus 
revenues, — after a certain period, would suffice to bear all charges, and 
provide for liquidation automatically. If, under such circumstances, no effort 
is made to pay off the capital even though there is a surplus, the State may 
have other objects in view, or some special justification. In any case there 
would be no need for anxiety so long as the surplus created is not what the 
french writers call “ gaspille.” In a society in which some kind of collective 
enterprise is accepted, but does not exclude private enterprise altogether it would 
be wise for the state to clear its property as soon as may be of ail charges, in- 
cluding • those for capital redemption, particularly if the programme of public 
borrowing for similar purposes is a continuous one. It would not be wise 
to suffer public credit to be impaired merely by over confidence or indifference. 
Wliile no special efl[ort is needed, no additional taxation has to be imposed, it 
would yet be prudent to apply the normal surplus due to such enterprise to pay 
off the debt charge. 

It may, however, be observed* that the present universal practice consists 
in giving a collective guarantee of the credit of the State as judge by its total revenue 
resources without any attempt at specification, without any idea of 

, . Borro^Wng only for productive puiposes would not. it may be suggested, cover tlie case of 

borrowing lor Railway construction ; for strictly speaking Transport is not production but only a 
laciuty in excnange._ Borromng for productive purposes is ot necessarily the same thing as borrow- 
ing for object* wtech wUl ultimately pay to the State. 
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setting apart given revenues for giveji objects. The practice of consolidation is 
no doubt advantageous, particularly in a rich state "with a variety of obligations 
incurred at different times for different purposes. As in such a case there 
would be a possible chance for the weakest linlc in the chain to determine the 
strength of the entire chain, consolidation helps to prevent such weakness from 
becoming apparent to the prejudice of the credit of the State. As no state is 
quite free b'oin some part of its debt being for wasteful purposes, the practice of 
consolidation may on the whole he commended. It has, moreover, another 
advantage in that it helps the State to avail itself of any fall in the rate of interest, 
and thus reduce its total birrden by way of Interest. The practice, if uniformly 
adapted, would prevent the automatic liquidation of that portion of the debt 
which may have been incurred for productive purposes. In that case the only 
safe recommendation would be analogous to the policy followed in England 
before the last great }Yav : apply all the available surplus for the redemption 
of the debt, arranging the normal standard of revenue and expenditure so as % 
usually to leave a surplus. 


LXXXIV. THE ORIGIN OF INDIAN DEBT. 

The public debt of India, as it exists to-day, is the creation exclusively .of 
British rule in this country. The previous governments had to live necessarily 
within their income, as much from the ignorance of the nature and use of public 
credit as from the iiupossiblility of putting it to proof in a well ordained manner, 
even supposing the earlier financiers understood the character and aim of Public . 
Credit*. India had, therefore, no National Debt prior to the establishment of the 
British rule in the country. The Bast India Company, as already observed 
elsewhere, was a notorious offender against the canons of sound finance. When- 
ever its revenues faded to suffice for its expenditure it had recourse to borrowing. 
When the trading charter of the East India Company expired in ] 835, the total 
rupee debt i. e. the debt incurred in India — was Rs. 33.295 crores as ^ the 
result of wars and conquest. In the next fifteen years, the. Afghan and Sikh 
Wars combined to raise the debt by T850 to Rs. 45.336 crores, which remained 
nearly at the same level right upto the Mutiny in 1857. The heavy expenditiire 
involved in suppressing the Mutiny caused a considerable increase in the total 
indebtedness, amounting in 1859-60, the year following" the Mutiny, and the 
first year under review here to Rs. 63.555 crores. On the transfer of the Govern- 
ment of India to the crovrn, the Crown assumed this debt of the Company in 
addition to a payment of .£12 million to tlie proprietors of the East India 

*. Tliis, of course, does not mean that the ancient Indian potentates did not indulge on their 
account into occasional borrowing and wlienever they did they could have offered tlie only security tliey 
commanded, public Iteveuues and public property of their states. Tiiere was no clear distinction 
between tlie private operations of tlie ruler and public obligations of the State- Xevertlieless, as all 
sucli indebtedness mu.st, by its very nature, liave been of sliort diu-ation it was paid off or written 
off or suppressed witliout becoming a public and permanent cliarge. This may be instanced as one nf 
the ‘ advantages” of native rule. 
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Stock, which sum was also added to the debt of India.* Tlie sterling debt during 
the ' company’s regime was insignificant. The following table shows the growth 
of this debt from 1820 in ten yearly periods. 


f Year. 

Eegistered 

Registered 

Interest 

Interest 


debt, in India 

debt in Engl. 

payable 

payable. 


Es. 

£. 

E.S. 

£. 

1820-21 .. 

27,24,77,630 

5,762,888 

1,63,15,400 

253,247 

1.830-31. .. * ,. 

33,12,96,680 

3,750,479 

1,74,19,770 

93,377 

1840-41. . . 

. 29,^7,65,040 

1,750,992 

1,. 35,37, 050 

59,856 

1850-51 .. . . 

45,42,87,550 

3,920,592 

2,12,39,750 

136,482 

1860-61 . . 

63,44,58,100 

28,496,917 

2,88,34,460 

1,249,832 


The Bast- India stock of .£12,000,000 was provided for by a special fund, 
which would have paid off the amount by 1875. Though this debt Avas actually 
paid ofif in 1874, the fund for the purpose A\'as le.ss by £4,579,1 1 6 for the amount 
in 1874 ; and consequently the sum Avas added to the permanent debt of India.J 
But the whole of this transaction relating to the transfer of the debt incurred 
by the company to the GoA^ernment of India under the croAvn has been challenged 
from the stand-point of political justice. The debt had been piled up to 
effect the conquest of India, and Avhen the Empire Avas acquired by the croAvn 
the cost of its acquisition Avas saddled on the Indian exchequer. In the opinion 
of Mr. Dutt § an impartial tribunal di.scussing this debt Avould have ruled that 
no claim lay against India as to £69.|- million of the debt AA’hich Avas “ part 
of the unjust demand of an annual tribute Avhich India should not have paid”. 
The cost of suppressing the mutiny by British troops, amounting to £40 mil- 
lion might have been allowed against India, subject to a deduction for the 
expenditure inciu'red by India on the AA’^ars AA'aged for British Imjjerial puqjoses — 
Avars Avith Afghanistan, Persia or China. The Public Avorks Debt of £24 
million would also, he thinks, have been allowed against India, subject, pos- 
sibly, to injunctions against fiu’ther borroAving to meet AA^asteful gurantees 
on HailAvays. “ A hundred millions of the so called Public Debt of India Avould 

thus have been struck oli as not justly due, from India There Avould have 

been no National debt ; for there need be no National Debt in India.” 


* A propos of this debt the 'Welby Commission observes. '* The history of this debt during tlie 
last 60 years conveys an interesting lesson in finance. From 1838-9 to 1861-2 defleit was the rule and 
surplus the exception, for 19 years of file former Averc arrayed against flve of tlie latter. Tlie statistics 
of the Company leave much to be desired in precision and tlie figures of tlie early years must be taken only 

as approximate The permanent debt of India, wlietlier rais'ed hero or in India amounted on 

the 30th April, 1842, to £33,577,414. On the 3pth April, 1857 immediately before the Mutiny, it 
amounted to £51,327,958 an increase of 53 p. c. in 15 years. The 30th April 1862 marks the clo.'.e 
of the Mutiny expenditure, and the permanent debt had then risen to £97,037,062 an increase in 
20 years of nearly 190 per cent.” 

If. B. — Owing to imperfection in the statistics the figures for this period as given by different 
authorities do not agree. See inter alia Wilson’s first Budget statement, Zlutt’s India In the Victorian Age, 
Strachey (op. cit.) the Statistical Abstracts, Ac. The AA'elby Coniniission figures are from a Parliamen- 
tary Return of 1881- 

t Of course the rupee and sterling figures are not to be understood as showing a difference in the 
proprietorship of the debt, _ making the _ rupee debt belong to Indians and the sterling debt to Thiglish- 
men. Though no definite information is available, it is probably quite ' true fliat a considerable pro- 
portion even of the rupee debt was liehl by Englishmen in England . One ciTn easily understand tliat 
in tlie early years of the Company’s rule they could not have persuaded Indians to lend to the Govern- 
ment. 

t Para, 118 of the Welby Commission Report. 

g P. 375, Dutt. p. o. cit. • • 
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LXXXV. INTEREST RATE AND CONVERSIONS 1850—1915. 

We cannot quite adopt the view underlying the last statement, though 
as regards the major portion of the Company’s unproductive debt opinion, 
may well be divided as to Avhether India could in justice be. asked to bear its 
burden. The offence of the companj’’ was all the greater, because while they went 
on borrowing for Avars and similar Avasteful purpose, they made no provision 
to pay off the debt. Some attempts at funding and conversion Avere made during 
tlie closing years of the Company’s rule, but they AA^ere of no avail. The 
interest on the rupee debt was in 1820 at the rate of 6% and the debt bearing this 
higher rate aa'us not paid oft’ till 1858-59. From 1823 to 1853, the company 
had borroAA'ed at 5 % and betAA'een 1824 and 1835 small amounts had also 
been borrowed at 4 % . The bulk of the 5 % debt Avas comrerted into 4 % in 
1854, but the shock to the credit of the State caused b}’^ the Mutiny necessitated ■ 
more borroAA'ing at the higher rate of 5 % Avhich Avas not finally paid off till 1871. 
In 1859 the Government of the crown had to borroAV at 5^ % and that loan was 
not jiaid off till 1878-79. The 51 % loan Avas, hoAvever, converted in 1871 into 
44 %j so that after 1878-79 practically the Avhole rupee Debt was at interest 
varying betAveen 4 % and 4.1 %f. The 4-1 % Loan Avas conArerted by 1893 to 
4 %Avith the exception of a sum of Rs. 3 croi’e borroAA’'ed from the Holkar durbar 
for the Indore State RailAA^ay, and not convertible till 1970. In 3893 commenced 
the first 31 % debt, and in the next year the bulk of the 4 % debt Avas converted 
into this loAA'-er rate debt. In 1896-97 a neAv loan of Rs. 4 crores AA^as raised at 
3%, but in 1 900 the rate Avas again raised to 3 J % Avhich remained the prevailing 
rate until Avar broke out in 1914. 


LXXXVI. ORIGIN OF PRODUCTIVE BORROWING. 


Productive borroAving entered into the scheme of the East India Company's 
Finance to a A^’ery small extent tOAvards the close of its regime. The principles Avhich 
ought to govern such borroAving Avere not, hoAA^eA’^er, properly understood at 
first. The only productive outlay by the’ company Avas on Irrigation canals in the 
United Provinces and the Punjab, Avhich Avas estimated to have cost in all 
about Rs. 5,40,00,000. by 1862.± In 1867-8 a neAV policy Avas adopted. The State 
from that time determined to charge all expenditure on Irrigation and construction 


*. Prof. Kamsaj' Muir in a letter to tlie present author, criticising liis work on the Governance 
of India, objects to this view as being unjust. He considers that the British crown, taking over the 
Government of India from the Compans', uas in the same position as a capitalist or Land-lord buying 
an estate which bethinks has immense possibilities, but which needs considerable outlay for redamation 
works before the estate could be made to pay. As the capitalist does not Avish to obtain any profit for 
himself from the estate, he could not be blamed if he charges the estate at least with the cost oLre- 
damation. We cannot agree to this vieAV of the case. It is open to argument AVhether the British 
Crown — the capitalist — has not derived directly or indirectly, considerable gain for the British public out 
of this rich estate of the Indian Empire, et’en if we accept that the Company’s debt Avas inemred for 
anything at all similar to reclamation Indians will find it difficult to adopt this vieAA’. In any case grant- 
ing the whole position of Prof. BainsAvay Muir, it only comes to this that the British croAvn should 
not have been charged Avith the Bast India Company’s debt. It does not show Avhy India should 
bear that debt. Possibly, it Avould be most in accordance AA’ith political justice to say that the debt 
should have been borne by neither India nor England. The creditors must be taken to have lost their 
claim on the demies, after insolvency, of their debtor, th’e East India Company. 

t Out of the total rupee debt in 1878-79 of Es. 76.48 crores, Es. 15.14 crores AA’as at 44 % and 
Es. G1.333 at 4 %.. 

I This sum of Es. 540 lakhs AA'as spent on Public Works before 31st March, 1867, and the Public 
Works Debt Avas increased accordingly. The details of this outlay are A'ague. See para 118 of the Welby 
Commission (Majority) Eeport for some explanation and adjustments. 
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of Railways by the )State to a capital account. The item of Debt was split up into 
two in the Public Accounts, the “Productive” or Public Works Debt, the interest 
on ■which was not to be charged under the general heading of “ debt,” but under 
the Railway Revenue account and Irrigation. The remaining portion of the Debt 
was to be called.’Ordinary Debt, interest on whicli'^vas to be charged under the 
general heading of Debt. In working out the new Policy it was found, that as 
the Government of India had provided for no sinking fund, and as no positive 
Law required the application of the revenue surplus to the redemption of the 
Debt, while the great undertakings of Public Works demanded considerable and 
recurring expenditure, it was most convenient to devote all spare or suf blraL,5^Tenue, 
not to the purchase of debt with a view to its cancellation, but to capital G^ipendi- 
ture on works for which the Stat^.Would otherwise have to borrow. In order how- 
ever, to show accurately the amount of this capital expenditue, the revenues thus 
expended are charged to the “ Public Works ” portion of the debt and deducts 
a similar amount from the ordinary debt. If in any year Rs. 1 crore can be 
saved, the amount is spent on Public Works, and a corresponding addition is 
made to the Publin Works Debt, and a simultaneous and equivalent deduction from 
the Ordinary Debt. The effect is the same, but the cost of a double operation 
is avoided, and the revenue surplus applied automatically to Productive or Public 
Works purposes. 

LXXXVII. THE ORDINARY UNPRODUCTIVE DEBT OF INDIA UPTO 1920. 


The Ordinary Debt, whatever its justification, has by the operation des" 
cribed above been steadily reduced, even though the Government of India have 
not followed the English precedent in this respect of buying debt for purposes 

of cancellation. Between 1860 and 1920 


Date. 

year. 

Ordinary 

Debt. 

Ks. 

P. C. 
of total. 

31 March. 

1888 

* . 

109.5 

48.5% 

do* 

1893 


97,5 

37.14% 

do. 

1898 


105.2 

36% 

do. 

1903 

* 

88.7 

28% 

do* 

1908 


56.1 

15.24% 

do* 

1913 


37,5 

9% 

do. 

1914 


19.2 

4.6% 

. do. 

1915 


3.3 

.8% 

do. 

1916 


3.0 

.7% 

do. 

1917 


10.5 

2.5% 

do. 

1918 


133.3 

24% 

in the Productive 

debt, 

in SO 

far as 


it has frequently been added to by 
the tln’ee main factors of Famine, War 
and Exchange, Avhile it lasted. The 
marginal table, however, shows that in 
spite of much additions the total debt 
was, upto 1914r, regularly reduced, with 
a corresponding increase' taking place 
revenue surpluses were devoted to these 


purposes. During the European War the unproductive debt was very consider- 
ably increased, first in 1915-17 to meet the requirements of the Government of 


India, and after 1917 in order to make a War Contribution of £14:5 million 
to the United Kingdom. The policy of borrowing during the War had, if 
at all, to be carried out in India, as the English money market was already too 


heavily strained by similar operations of the British Governmnet to permit any 
considerable borrowing by other bodies. But borrowing in India apart from 
the intrinsic wisdom or necessity of such a course as between England and India in 
view of the past history, inevitably led to an undesirable deflection of Indian 




capital from more productive and legitimate channels. For the first time in a 
hundred years an opportunity had occurred for the development of Indian indus- 
^ies by Indian capital ; but that ojiportunit}'- was baulked by a policy of heavy 
borrowing, often under considerable and illegitimate pressure from olficial quar- 
ters. The evil might have been borne without protest as an inevitable misfor- 
tune of war-time, could the people of India have consoled themselves that the 
service rendered would have been at all adequate. But a policy which might 
have put back the Indian industrial development by a generation could not, 
even if it had been realised to the fullest desired extent, have borne the British 
War expenditm'e for more than a fortnight in 1918. And, even so, India 
might have endured this borrowing in silence had there been no alterative. As . 
a matter of fact the British Govermnent was borrowing heavily in the United 
States, which had immense resources to offer to its allies. The Government 
of India could have borrowed in America, either directly themselves, or taken 
over a part of the debt of the British Governemnt equal to the promised contri- 
bution, much more easily than in this country. The service to the Umpire 
would have been the same, while the disturbance to Indian industrial development 
would live been completely avoided. As it was the Policy of Borrowing in 
India was continued at the expense of serious inflation in prices till its logical 
conclusion had to be accepted in 1918 — prohibition of all industrial investment 
except under license. No one can say what vould have been the ultimate con- 
sequences if this policy had lasted a couple of years more. Luckily, howevei', 
the war came to a close in 1918, November and this disastrous policy was shelved.* 


LXXXVIII. INTEREST, RECEIPTS AND EXPENDITURE.*. 


We may at this stage consider the head df Interest in tlie public accounts. 

There are borh receipts and ex- 
penditure under this heading, and 
the net charge would be obtained, 
only after making allowance for 
these receipts. The subjoined 
table shows the growth of this 
item of net expenditme during 
the last sixty }'ears. It appears 
as an item of net charge because 
the profits from Productive Public Works are not set off here agaiiist the 
interest paid on capital, supposed to have been borrowed for the purpose, 
In addition to the ordinary debt, there is also a certain amount of unfunded 
•Soating debt represented by Savings Bank Deposits and other similar obligations; 
interest on which is also included. 

* In September 1918 tlie Government of India inomiBed an additional contribution of .£45 million) 
.’tlieW'ar nas prolonged, and if India bad not to face any Extraordinary Expenditnie foi War or Eainino 
lierself. Both these eventualities did occur in 1910~20j and the contribution is once again under discussion 
The Afghan War alone has cost £ 16 niilhou. There is no icasou to continue this contiibutlon now. 
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Year. 

1861-2 



Interest 

lleceiptb. 

£. 

34,218 

Interest 

charge. 

£. 

3,134,897 

• Ket 
chargb. 

3,100,579 

1871-2 



363,212 

5,966,299 

3,003,087 

1881-2 



890,904 

7,488,380 

6, 5;)], 476 

1891-2 



879,443 

0.623,350 

8,743,907 

1901-2 



785,680 

7,062,928 

0,277,248 

1905-6 



944,980 

7,349,456 

6,404,409 

1911-12 



1,448,748 

9,282,220 

9,524,108 

7,833,481 

1012-13 



1,473 708 

8,050,400 

1913-14 



1 352,119 
1,023 307 

0,334,418 

7,081,299 

1914-15 



9,771,583 

8,748,270 

1915-10 



1 096,417 

9,935.529 

8,889,112 

1916-17 



1,136,504 

9,024,645 

8,488,141 

1917-18 



2,170,108 

16,169,993 

13,999,885 

1918-19 11. E. 


3,842,900 

16,667,300 

12,824,400 

1919-20 B, E. 


3,637,400 

16,739,000 

13,102,500 
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Tlie receipts under interest are derived from profits of the invested portiop 
of Paper Currency Reserve and of otlier Reserves and Balances, Loans made 
to Native States, Provincial Government and local bodies, &c. The following 
table gives an analysis of these receipts ; — 


INDIA 

1915-16 

3936-17 

1917-38 

3918-19 


Imperial (in lakhs of Rupees.) 

« 




3. 

Int. on Imp. Loans &c. . . 

34.83 

34.23 

33.83 

36.00 

2. 

Profits of Pap. Currency 

34.70 

34.70 

34.70 

34.70 

i 

3. 

Int. on Ry. Co. overdraft. 

5.62 

5.67 

6.39 

5.60 

4. 

Int. on Cap. Adv. to Ry. Co. 

.40 

.09 

.30 

.09 

5. 

Int. on Ry. Co. Prov. Fund 


- 




securities . . 

• • 

. • 

3.02 

31.51 

6. 

Miscellaneous 

3.55 

3.24 

6.48 

32.17 


Provincial Total 

54.72 

53.25 

46.95 

40.63 


ENGLAND 


(in thousands Sterling.) 


1. 

Int. on Pap. Cur. Reserve 

78 

• » 

979 

1739 

2. 

„ „ Cash Balances 

93 

234 

364 

280 

3. 

„ „ Special Reserve 

33 

24 

23 

772 

4. 

„ „ Miscellaneous 

1 

37 

64 

• • 


Total in thousands Sterling. . . 

3 .096 

3 .336 

2.370 

3.843 


N. B. — The division of Interest Receipts betweeji Imperial and Provincial 
Budgets is explained by the fact that certain sums are annually placed at the 
disposal of the Provincial Governments, to be by them advanced to the culti- 
vators or Local Bodies. The interest on these is taken by the Provincial Govern- 
ments. The very heavy increase in the last 3 years in the item of Interest 
Receipts in England is due to (3 ) considerable investments in British Treasury 
Bills and other securities as a Reserve against the special short term debt of the 
Government of India, and (2) owing to increasing interest Receipts from the 
larger and larger investments in the Gold Staiidard and Paper Currency Reserves. 
In the two Reserves combined, India has invested over £130 millions in the various 
British securities. They have depreciated substantially, and a provision of 
£399,080 in 391 6-3 7, and of £450,000 in 1917-18 was made by way of a 
depreciation Reserve Fund. These sums have been deducted. There is, 
besides, a special Reserve, the interest on whoso investments was taken at 
£772,600 in 1918-19, and £291,200 in 3919-20. In the former year this figure 
has been inelnded undor the Receipts by Avay of Litci'est. 
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Yeat. 


Xnteiest on 
total del>t. 


Int. 0^ 
Hy. 


£• 


0-11 

11-12 


4-15 


•• .6,667,3^ - ^eOO ”'^7' 

^'2^ '' • r.ot . „alA 111 •R'.vcliange m 

* T^hislaa'^"® >>YtlieialW .^xest ligating 

-- .-tr ' 

,\e to '‘*“,7^0* “’'*®!,' tintXetEiee n® „i *e ^aattiois 

oi tXe de»todetoeg«l^ 

Eea.y :‘""7;r*eW 

■leStoEiig ° d*t EeW™ ^ 


8,752,399 
8,989,682 

8,282,229 

9,524,703 

9,334,413 

9,771,583 

. 9,985,529 
9,624,645 
16,169,993 
16,667,300 
16,739,900 

. 3 


£. 

6,127,707 
6,267,635 
8,664,210 
7,072,548 
7,303,175 
7,972,274 
8,022,623 
7,759,322 
8,155,487 
8,287,400 
8,558^600 


£. 

1 , 058,777 
1,175,470 
1,182,867 
1,282,573 
1,304,846 
1,409,529 
1 , 457,350 

1,473,200 

1 , 575,595 
1 540,200 
V, 563, 700 

cy 


£. 

1 , 566,497 
1,606,587 
1,435,752 
1,169,047 
' 726,427 
449,840 
577,556 

452,778 
6 , 498,97 ( 
6,839,700 
6,677,600 


£. 

548,548 

562,375 

602,583 

647,488 

789,226 

747,477 

678,808 

722,746 

829,252 

1.026.900 

1.145.900 
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* Amount of the RUPEE and STERLING DEBT and of the INTEREST thereon, 
annual INCREASE or REDUCTION of the DEBT and the PROPORTION 
of the RUPEE DEPT held in LONDON, from 1860-61 to 1915-16. 


Year, 


Registered 

Registered 

Interest payable. 

Porportion 



debt in 

debt in 


of the regis- 



India. 

London. 


tered rupee 

' 


- 



debt held in 



• 

' 


• London on 







31st. March 



Rs. 

■L ■ 

Rs. 

£. 

Rs. . 

1860-61 

* 

63,44,58,100 

28,496,917 

2,88,34,460 

1,249,832 

• • • • 

1861-62 


63,42,08,450 

32,116,217 

'2,88,32,440 

1,467,874 

• • # • 

1862-63 


63,82,11,060 

31,860,017 

2,89,95,320 

1,430,765 

(a) 

1863-64 


'63,40,38,320 

26,332,517 

2,88,06,180 

1,209,621 

• * « • 

1864-65 


63,36,66,840 

26,146,017 

2,88,00,4'00 

1,233,165 

t • • ■ 



(a) No information. 



1865-66 


62,38,10,770 

. 26,967,317 

2,84,13,900 

1,274,230 

• • • • 

1866-67 


62,97,84,230 

28,559,917 

2,87,13,200 

1,402,540 

• • • • 

1867-68 


63,76,50,020 

■ 29,718,417 

2,91,57,860 

1,448,875 

• • • « 

1868-69 


63,41,06,910 

31,218,917- 

2,89,87,270 

3,469,916 

15,38,06,930 

1869-70 


65,59,34,220 

35,217,617 

2,98,17,500 

1,629,868 

16,24,53,720 

1870-71 


66,80,96,570 

37,627,617 

3,01,56,310 

3,726,268 

17,64,70,930 

1871-72 


67,96,89,420 

39,012,617 

2,98,08,300 

3,781,618 

13,56,38,630 

1872-73 


66,45,83,690 

39,012,617 

2,89,20,-500 

1,831,467 

33,04,77,110 

1873-74 


66,41,72,910 

41,117,617 

2,89,50,060 

1,867,121 

13,27,22,050 

1874-75 


69,84,99,590 

48,597,033 

3,03,35,320 

2,165,364 

14,05,71,800 

1875-76 


72,77,29,810 

49,797,033 

3,15,20,180 

2,232,582 

15,45,77,080 

1876-77 


71,92,31,260 

55,397,033 

3,10,98,710 

2,436,271 

14,23 ,01,6'60 

1877-78 


74,95,45,200 

59,677,033 

3,22,68,610 

2,607,472 

15,78,70,170 

1878-79 


78,83,89,260 

59,029,117 

3,25,77,260 

2,581,555 

17,14,82,760 

1879-80 


82,87,25,090 

68,855,556 

3,41,76,560 

3,937,886 

20,52,60,670 

1880-81 


85,95,97,460 

71,429,133 

3,55,92,700 ' 

2,846,478 

20,26,33,450 

1881-82 


88,65,31,620 

68,181,947 

'3,66,43,280 

2,708,198 

22,65,59,550 

1882-83 


90,68,87,660 

68,585,694 

3,74,11,490 

2,725,748 

22,58,11,320 

1883-84 


93,19,13,840 

68,108,837 

3,84,91,140 

2,704,207 

22,08,75,180 

1884-85 


93,18,36,600 

69,271,088 

3,84,18,550 

7,691,828 

21,83,98,370 

1885-86 


92,70,39,820 

73,806,621 

3,77,38,380 

2,833,068 

20,71,23,580 

1886-87 


92,65,36,300 

84,228,177 

382,02,570 

■3,365,411 

19,14,95,570 

1887-88 


' 98,08,98,620 

84,140,148 

4,03,78,580 

2,918,039 

.20,81,88,870 

1888-89 


1,00,87,97,420 

95,033,610 

4,13,73,120 

3,230,474 

21,71,40,680 

* These' figures 
Budget. 

are taken from the Indian 'Year Book 

1919. They do 

not quite agree witli tliose iq 
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Es. 

£ 

Es. 

£ 

Es. 

1889-90 

.. 1,02,76,11,750 

98,192,391 

4,21,56,080 

3,327,348 

21,59,40,490 

1890-91 

. . 1,02,74,65,550 

104,408,208 

4,17,51,110 

3,624,376 

26,73,12,95: 

1891-92 

.. 1,02,69,23,170 

104,404,143 

4,17,15,000 

.3, 602, .349 

27,60,58,410 

1892-93 

.. 1,02,93.75,520 

106,683,767 

.4,12,77.760 

3.570.682 

25,93,.38,610 

1893-94 

.. 1,05,54,60,780 

114,113,792 

4,20,92.060 

3,687,986 

24,16,55,410 

1894-95 

. . 1,04,37,37,400 

116,005,826 

3,61,09,140 

4,825,323 

23.62.59,660 

1895-96 

.. 1,03,78,89,280 

115,903,732 

.3,64,00,740 

3,607,832 

25,35,07,520 

1896-97 

.. 1,09.1 1,-50,530 

114,883,233 

3,78,43,760 

3;81 3,208 

24,08,66,620 

1897-98 

.. 1,11,69,56,340 

123,274,680 

.3,87,11,060. 

3,940,776 

21,5a87,030 

1898-99 

.. 1,12,65,46,980 

124,268,605 

3,91,13,340 

3,882,758 

21 ,44, 12, .330 

1899-1900 

.. 1,12,47,47,010 

124,144,401 

3,90,56,317 

3,877,026 

20.81,88,234 

1900-01 

.. 1,15,33,19,058 

133,435,377 

4,00,58,600 

4,158,351 

22,18,12,135 

1901-02 

.. 1,16,19,13,833 

134,307,090 

4,03,60,615 

4,21.3,821 

20,36,22,034 

1902-03 

.. 1,17,55,40,660 

133,796,261 

4,08,37,864 

4,213,.537 

18,63,35,034 

1903-04 

.. 1,19,42,43,035 

133,045,844 

4,14,90,065 

4,238,273 

17,13,92,234 

1904-05 

. . 1,22,29,78,235 

132,887,191 

4,24,92,526 

4,282,744 

16,81,55,234 

1905-06 

.. 1,26,08,10,618 

146,457,439 

4,38,10,365 

4,715,233 

16,43,82,933 

1906-07 

.. 1,30,45,50,655 

147,518,634 

4,53,38,937 

4,743,108 

16,49,16,833 

1907-08 

. . 1,32,82,94,955 

156,481,074 

4,61,66,110 

5,053,632 

1.5,23,21,733 

1908-09 

.. 1,34,56,60,505 

160,973,369 

4,68,19,197 

5,210,695 

14,43,66,433 

1909-10 

.. 1,36,84,33,105 

170,105,911 

4,76,47,428 

5,530,758 

15,21,19,933 

1910-11 

.. 1,38,09,72,155 

177,998,335 

4,81,24,302 

5,668,417 

12,78,49,7.33 

1911-12 

. . 1,39,96,36,205 

178,486,597 

4,87,76,458 

5,705,597 

11,73.03,533 

1912-13 

. . 1,42,83,64,790 

179,179,193 

4,97,78,481 

5,749,887 

11,20,29,433 

1913-14 

. . 1,45,68,55,790 

177,064,757 

5,07,80,519 

5,693,919 

10,08,74,333 

1914-15 

.. 1,50,52,65,200 

176,190,358 

5,25,30,534 

5,682,898 

9.72,99,850 

1915-16 

. . 1,55,45,97,700 

175,171,829 

5,45.29,991 

.5,665,.349 

8,82,51,650 

1916-17 

.. 1,62,86,03,073 

174,144,724 

5,74,23,729 

5,647,491 

8,30,41,600 

1917-18 

.. 2,88,98,17,784 

236,957,575 

9,34,66,322 

9,938,905 

• • ♦ » 


Before the last Great War there was no specific sinking fund created for the 
repayment of the Loans of the Government of India. Owing to the creation of 
a considerable amount of short term indebtedness for War purposes both 
the interest and redemption policy had to be altered. The interest increased 
from the pre-war average of 3| p. c. to 4 p. c. in 1915-16 to p. c. in 1916-17 
and to 5 p. c. thereafter, besides some amounts borrowed on three, five of 
ten years bonds at 5| p. c. The Treasury Bills also carried similar interest 
varying between 4 and 5 p. c. The larger War Loans Avere made payable 
after a definite period of 30 years ; and, in order to give greater security to the 
investor, they were made irredeemable for ten years after their floata- 
tion. In the Budget Statement for 1919-20, in view of the considerable deficit 



anticipated for 7 918-1 9, no appropriation was made from the Revenue to the 
Sinldng Rund account for the discharge of British AVar Debt for 'vyJliclj 
India had taken over the liability. 

The amount of Interest transferred to the Railway and Irrigation Sections 
depends: Firstly on the capital Expenditure ; Secondly on the actual pay- 
ment of interest on that portion of the debt which has been incuiTed specifically 
on account of the construction or piirchase of Railways or Irrigation AA^orks : 
and, thirdly on the rate at which interest is charged on that portion of the debt 
which has not specifically raised for the above or other purposes. For this 
adjustment the' usual practice is to adopt the average rate of interest actually 
paid, for the whole of the non-specific debt in the latest year for which complete 
accounts are available. The result is that the rate adopted for calculating the 
revised estimate for a 3 ’-ear generally differs slightly from that used for the Budget 
estimate for the same j’^ear. This accounts for the difference between the two 
estimates apart from the natural difference caused by the Capital Expendilurc * 

LXXXIX. THE PRODUCTIVE DEBT OF INDIA. 

Ever since 1867 when the policy of borrowing for productive purposes 
was first introduced, the Government of India have remained heavy borrow* 
ers for such purposes. In the earlier years when the Railways wore a losing 
concern the Government policy of borrowing naturally excited some comment ; 
and the defects in the system , of accounts, bringing about a needle.ss confusion 
by frequent transfers from Productive to ordinary Debt and vice versa, by 
meaningless distinction between Ordinary and Extraordinary outlay, gave 
point to the criticism. Later on the Exchange troubles led to acrimonious 
controversies about borrowing in England and adding to the sterling obligations 
thereby. Since the beginning of the present century, owing to the profits shown 
by the-Railways and Irrigation AA^orks, the dispute about the wisdom of borrowing 
has lost much of its old interest. AA^e have already discussed, in connection 
with the sections dealing Avith Railwaj’^s and Irrigation, the extent to which 
borrowing Avould still have to be resorted to, as well as the justification of that 
policy in the past. Here we need only observe that the present attitude towards 
this question does not look upon borroAving as such as reprehensible, Avhile the 
limit of borroAAUng is to be found only in the extent to which the money markets 
of the Avorld AA'ould subscribe the funds. 

But connected vuth tliis question of borroAving for Productwe purposes, 
is the more difiicult problem of the market for borroAving. The company’s 

* All loans, with the exception of those specifically raised for Eailways, are first treated as ordinarv 
debt ; at the end of each year the amount actually spent for productive purposes is ascertained, and is transfer- 
red, as noted above, to the head of Productive debt, the remainder only beirig treated as ordinary or non- 
productive Debt. Of recent years, the sums transferred from Ordinary to Productive Debt have usually been 
considerably larger than the total of the loans actually raised during the year, the funds obtained by 
borrowing being supplemented from sources like Bevenue Surplus and Savings Bank lieposits. TJie 
changes in accounts introduced in 1906-7 made a more accurate distribution of capital and Interest between 
Ordinary and Public works Debt, which led to a mote rapid reduction of the Ordinary Debt, 



Government usually borrowed in India whether from its own servants or from 
the general public. But since the introduction of the guarantee system for the 
Railways, the practice of borrowing in England on a large scale every year 
was started, and continues even to-da}’-, but for the stop put to it by War 
conditions in England. It was assumed that the conservatism of Indians, coupled 
with their want of familiarity with the new tmdertakings would render the pros- 
pects of borrowing in India too slender to be thought of; and on this assumption 
— not entirely without foundation — upto 1880 no effort seems to hav#' been made 
at all for borrowing in this country. The question had, however, to be reconsidered 
after that date in view of the continued fall in the gold value of the rupee, and 
the consequent increase in the Interest charge to be paid in gold on the sterling 
loans. In his Financial Statements Sir E. Baring distinctly urged the undesir- 
ability of borrowing in England, as it would introduce a most unwelcome element 
of uncertainty in the finances of the countr 3 ^ The Government were genuinely 
alarmed at the size of their gold obligations, and a Parliamentary Committee of 1 889 
authoritatively put on record the political and financial advantages of borrowing in 
India, if only the requisite funds could be forthcoming in the country. That 
body, however, recommended, that if the difference between the rates of interest 
in India and in England were so considerable as to afford compensation for the 
disadvantages attendant upon borrowing in England, loans should be raised in 
England to enable the Government of India to cany out their general scheme of 
works undertaken for the public benefit.* Since tliat time, with the exception 
of two loans raised in 1885 and 1886 for £7,700,000 which were for a rate of interest, 
sufficient!)'- low to afford compensation for the disadvantages of borrowing in 
England, no loans have been raised for specifically productive purposes. Such 
borrowing, as has since 1875 taken place in England, has been for the purchase 
of specific Railway's, or for advances to Railway Companies which would other- 
wise have borrow^ed in England by raising debentures, or for paying off an 
existing sterling loan in order to reduce the charge for iuterest.f These, 
in magnitude, have been very considerable; but the present policy of applying 
all revenue sm’plus to such works as need capital outlay and are expected to yield 
a net return after paying all -working expenses and interest charges has saved addi- 
tional borrowing in England. The Mackay Committee has recommended since 
1908 further borrowing, when required, for productive purposes, in England. 

It has already been observed that the distinction between Rupee debt held 
in India and the sterling debt held in England does not necessarily correspond to 
the debt held by Indians and that held by Europeans. According to Mr. Jacob’s 

• - - - — ■- — * * - ■ * I I ■ r ,. A ■ I -.1 r t g- . t I - - . ^ 

• Sec Welby Commission, para 116 loo. dt. 

t In 1893-4 a loan of £6,00,0000 had to be raised in England as in that year the Seerctarv of State could 
not obtain the money needed for the Indian Home charges by the ordinary mctliods ol sale of Wills . 
It wahCbtimated by tile Government of India in 1895 that whenever any single j’car tliey wanted to borrow' 
more than .'> erorcb, the Indian money market would not be equal to the strain, and recourse 
must be had to borrowing in England. The security ” says the Welby Commission, of the Govetn- 
meut of India is too good to induce Indian wipitalists to invest in Government stocks, for the interest 
oilered by Government is lower than tliat which can bo earned on good investments in the conntrv. If 
money borrowed in India is to any extent found in England, the advantages of borowiiig in India are pro- 
portion ivt-ely 7 jontralised,for in yestors here will only subscribe on terms wliich tvill, in their opinion, secure 
them from the lluetuatious of Exchange. 
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calculations a= placed before the Welby Commission, out of tlie total debt 
of Es. ]03 crores borrowed in India, Rs. 25 crores was held in England, Rs. 48-00 
crores by Europeans in India, leaving only about Rs. 30 crores as held by the 
natives of this Country. The whole of the sterling debt is held by Europeans even 
to-da'y. In 1 901 it was estimated that about 58.8 p. c. of the rupee debt, including’ 
Rs. 19.29 crores held in England, was held b}'’ Europeans and about 41.2 by 
Indians, In 1911 the percentage held by Indians was estimated to have risen to 
47. To-da}!-, after the huge war loan operations of 1917-19, we may estimate 
that 60 p. c. or more must be held by Indians, leaving only 40 p. c. or less to be 
held by Europeans.^ 

The existence of our sterling debt, and the pre-war practice of borrowing large 
sums in England, combined to prove to us tliat the possibilities of the Indian 
money market have not been sufficiently considered by the .Government of India. 
Before the War the Government had estimated that in any single year more than 
Rs. 5 crores could not be borrowed in India with ease; and so every programme, 
of borrowing in excess of that sum was placed before the international financiers 
of Europe. During the AVar in the very first year Rs. 6 crores were raised, without 
any great pressure or any considerable improvement in the rate of Interest ; and in 
the years that followed Rs. 25 to 40 crores could be raised in a single year without 
much difficulty, over and above considerable amounts borrowed for short periods 
on Treasury Bills. There was, indeed, evidence of undesirable pressure in some 
(j^uarters, and considerable improvement in the Interest allowed. But, making , 
due allowance for these factors, the fact .still remains that for any object, which 
could appeal to the masses of the Indian people, or in which Government takes 
special interest, the limits of available funds in India are b}^ no means quite so 
low as was once assumed by the Government ,of India. J Again, by a travesty 
of argumentation, it used to be maintained that the credit of the Government 
of India is too good, the interest offered by them too low to attract Indian capital. 
But if the security offered by the Government of India was so ve^y good it would 
be specially important to give its benefit to the people of the country in the first 
instance, if necessary, by raising the rate of Interest ; for even if the rate of interest 
be high,’ if paid in India, the Economic problem would not have been quite 
so acute as it did become by the constant addition to the sterling debt. In any 
case, the fact remains that the Government of India, apart from the AVar, has 
neve;' seriously tried to investignte the possibilities of the Indian money market, 
and,* a fortiori never attempted to develop those possibilities such as they are. 
The result has been that while the Government seem to have escaped a probable 
burden of a slightly heavier rate of interest, the industrial and commercial 
community has had to bear that burden of higher rate to the prejudice of the 
country. If the Government of India, while borrowing themselves every year, 

* See tlie Jast DeceHnial Eepoit on the moral and material Progress of India, p. 163. 

t I’hislabtisa near guess based on the Pinancial Statements ot 1916-17 to 1919-20. 

1 Xlie laetiliat In 1920 tlie wnole of the Bofiibiiy Development Loan of ns. 9 crores WaS taken up' 
exclusively by that Presidency is the latest proof of tiie yet untried possibilities of the Indian 
money-market. 
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]iad paid aity attention to tlie development of financial institutions like Banks 
in India ; if the Banks had been encouraged to attract and collect the realisable 
wealth of the country for investment in productive enterprise under the patronage 
of the State ; if the necessary degree of mobility had been imparted to the landed 
and industrial Avealth of the country by Land-mortgage or Industrial Banks, there 
is every reason to believe that the need for borroAving abroad AAmuld haA^e been 
obviated to a very large degree. Suggestions AA^re made more than a generation 
ago to attract Indian capital by means, if necessary, of a British Government 
guarantee of the Indian public debt. But high authorities in Indian finance set 
their face against such an idea, ^and the proposal AA^as ruled out of coirrt. * To-day 
the Indian investor has learnt to appreciate the value of industrial investment, 
and he needs no exterior guarantee to induce him to invest in Government 
securities. The danger rather is that, being unfamiliar AAoth the AAules of the com- 
pany promoter, he may be victimised, unless Govermnent creates institutions 
like an Industrial Bank to aid him in selecting investments. If the GoA'-ernment 
should attach to tlie proposed Imperial Bank a branch for Industrial, and 
another -for Agricultural, finance, there is every reason to believe that the need 
for foreign borroAA’ing AA’ould disappear altogether. f 


XC. A PROPOSAL FOR PURCHASE OF STERLING DEBT. 


At the present time, in vieAv of tlie Exchange difficulty, the suggestion may be 
hazarded that the GoA-ernment of India can and should undertake a policy of buy 
ing out the Indian debt held in sterling in England. Though aa’c haA^e paid for 
them at the rate of £ 1 = 15 Bs, our OAvn sterling securities in the gold Standard 
and the Paper Currency Reserves have depreciated till they are not worth half the 
amount in rupees that Avas paid for them. India, hoAvcA’-er, continues to shoAV 
unmistakable signs of general prosperity, as evidenced by the heaAw balance 
of trade in her favour ; and the need for her raAv materials and foodstuffs 
for the exhausted and reconstructing peoples of Europe is so great, that AA^e need 
apprehend no reversal of. these favourable conditions for some ten years or more.i 
The heaAy balance of trade in our faA’our, combined AAUth the impossibility of 
finding sufficient gold to pay India for her excess of exports: and the appreciation of 


*. Said Sir .T. Strachey in tlie Fin.anci.al Statement of 1880-81 ' 


. T 1 - ii. 1 f 1 - « • 1 - 1 1 'f 1880-81 “ I can ^lagine feAV greater misfortunes 

to India than the loss of her financial independence and the acceptance by England of the financial 
responsibility for her Indian Empire. It would signify to India the loss of control o\’er her own affairs in 
every department of her administration, the possible subordination of her interests to those of a foreign 
country, and the substitution of ignorance for icnoAvledge in her Government. Although some rare ins- 
tances- may be found in Avhich, Avhen there seemed to be a conflict betAveen English and Indian interests 
it may perhaps be doubted whether India lias been treated with perfect fairness, there can be no question’ 

that on the Ai-hole, the Government of India has been carried on Avith as honest and thorough a regard for 

Indian interests as if India had a separ.ite national c-vistence of her own These fortunate results haA'e 

lioAA'eA^er, been due not only to the justice but also to the Avisdom Avith AA'hich she has left to India a separate 

financial responsibility. England has felt that it AA’ould be no kindness to take upon herself burdens AA’hich 

India now bears, to gmarantee Indian debts, pay for Indian AA’ars, relieA’e Indian famines.” 

t We have already mentioned in the previous part that unkncAAii quantities of aA’ailable capital remain 
unused in the form of public charities, religious endoAvnients, monastic or other hoards. It Avould be 
the dutjj of an Imperial Bank to try and attract this other AA’ise idle and injurious Avealth for purposes of 
material improvement. If the Bank takes the matter in hand it can realise the ideal much more easilv f-inn 
tlie necessarily high handed action of the Government. ® 

, t This Avas Avritten in February 1920 since then the ill-advised liaste of the Government of India to 

give .effect to the recommendations of the Currency Committee, and their mad venture for the sale of 
lleverso Councils has entirely reversed the situation. We still feel convinced there is no occasion to fear 
iniense trade depression in this country, so long at least as the Avar— AA’asted regions of Europe are not 
fully reconstructed. If only the Government of India would give us an honest currency system if onlv avp 
could have our foreign exchanges immune from the amateur .meddling of incompetent financiers. ’ ^ 

45 
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tlie rupee due to tlie scarcity of silver supplies lias brought about such a state of 
Exchange as to make our sterling indebtedness worth half the amount in rupees 
or less. The Budget Estimates for 1919-20 give our total sterling debt at 
£194,H2,570j for which a sum of J50 crores, at the present rate of Exchange would 
be quite sufficient. If we take our average balance of Exports at £80 millions, 
or, deducting Home charges, at £50 millions, three years’ balance would suffice 
to take up all our foreign indebtedness. If the British Government could be induced 
to mobilise the sucurities of the Indian Government held in England — as they did 
in the case of American securities held in England to meet the difficulties of the 
Anglo-American Exchange — and sell the same ,in this country the present ex- 
change difficulty would be considerably modified, if not eliminated altogether} 
at the same time that it would help to cancel India’s sterling indebtedness. 
Incidentally, if the whole transaction were entrusted to the proposed Imperial 
Bank, it might be availed of to bring about a quiet but effective change in the 
standal’d of the country, from silver to gold. 


FORMS OF DEBT AND SECURITIES. 


Rupee Debt 

t 

The existing Rupee loans are of two kinds : — (a) Those which the Government 
has undertaken not to repay before a certain fixed date, but which are repayable 
at the option of the Government at any time after that date, after giving notice 
and (b) those which Government has undertaken' to repay (i) either on a certain 
fixed date or (ii) not earlier than a certain fixed date and not later than another 
fixed date. The following are the rupee loans now in Existence : — 


(a) N0N=TERM1NABLE. 


Name 


Conditions 


Amount. 


1. 3| per cent, of 184:2-3'^ 

2. 3 1 per cent, of 1854-5 ! 
0. 3^ per cent, of 1865 f 
4. 3| per cent, of 1879. . J 

6. 3 per cent, of 1896-7 . . 

6. 3^ per cent, of 1900-1 


Repayable at the option of 
the Government after 3 
months notice. 


Repayable not before 31-12 
1920 and thereafter at 
Government option after 
3 months notice 


20.94.86.000 

29.43.39.000 

34.13.09.000 

3.41.37.000 

6.83.29.000 

31.46.03.000 


Total 


1,26,22^03,000 



4 per cent Terminate 
Loan of 1915-16 


Us. 

Kepayable not before 30tb 4,99,86,000 

November 1920 and not 
later than 30th November 
1923. 


2. 4 per cent. Conversion Loan E.epa 5 ’^able not before 1st. October 9,97,32,000 

of 1916-17 1930 and not later than 1st. * 

October 1936 


3. 5 per cent. War Loan, 
1929-47. 


4. 54 per cent. War Bonds, 
1930 .’!=. 

5. 54 per cent. War Bonds., 
1922 .^!= 


Bepayable not before 15th 
August 1 929 and not later 
than 15th August 1947. 

Repayable on tlie 15th 
August 1930. 

Repavable on the 1 5th August 
1922. 


25,00,35,000 

19.79.07.000 

11.94.64.000 


Total. 

(b) TERMINABLE 


Name of loan. 

6. 5i per cent War Bonds, 1921. 

7. 5J per cent. War Bonds, 1923. 

8. 5^ per cent. M^'ar Bonds, 1925. 

9. 54 per cent. War Bonds, 1928. 


77,68,56,000 

LOANS. — concld. 

Conditions of repayment. 
Repayable oir the 1 5th September ! 921 
Repayable on the 15th September 1923 

Repayable (at Rs 103 per cent. ) on 
the 15th September 1924. 

Repayable (at Rs. 105 per cent, 
on the 15th September 1928. 


There are also in existence a few ,si)ecial Loans, much as certain Railway 
Loans taken up by 3 Indian chiefs and a special 4 p. o. Loan taken up b}’’ ilie 
Maharaja of Gwalior in 1887, amounting in all to a little over Rs. 4 crores. 


THE STERLING DEBT, 

on 31-3-1918. 


1. India 3.1 per cent. Stock not redeemable opto 5-1-31, 90,519,304 

and tliereafter on ojic year’s 
notice. 

2. India 3i per cent. Stock. Not until 5-10-48 and there- 65,26,9,189 

after on 1 year’s notice. 

3. India 2.4 per cent. Stock Not until 5-10-26 and there- 1 1,684,987 

after one year’s notice ■ ‘ ' 500,000 

4. India Bonds, 1911 Reduceableby every year 

of the total of £ 4,000,000 

6. E. I. Ry. Debenture Stock 1,4.35,650 

44 p.- percent. 

6. E. B. Ry. ,, „ 4 per. cent. 348,666 

7. S. I. Ry. „ „ 44 , 425,000 

8. G. LR. Ry. „ „ 4 ,, 2,701,450 

g. Non. Interest bearing Debt. 14.921 


Total £ 172,899,167 


If-B. — *The interest on the loans marked* Is exempt from incomc-tiix, but not from snlicr-tax. 

. . These Bonds will be accepted at par during their currency, as the equivalent ol cash for the 
purpose ot subscription to any future long term loan, whatever its rate of interobt may be. 
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The remainder of the Indian sterling debt consists of so mucli of India’s War 
contribution as has not been licjuidated from the proceeds of tJie ar Jjoans of 1 9J7, 
1918 and 191 9, this^eing taken at £20 million make up the Budget total of £191 
million in round figures. 

The three main forms in u’hicli the rupee debt is held are : (i) Stock or Book 
Debt ; (ii) Bearer Bonds ; and (iii) Promissory Notes. AVJicn the debt is held 
in the form of Stock the owner is given a certificate to the effect that he lias been 
reoistered in the books of the Public Debt Oflice as the Proprietor of a certain 
amount of Government stock. This certificate is knowji- as a Stock Certificate 
and hence the name of the Debt. In the second case, the Bearer Bond certifies 
that the Bearer is entitled to a certain sum of rupees in res])cct of tlie Loans to 
Avhich the Bond relates. A Promisiory Note contains a promise by tlic Governor- 
General ni Council, on liehalf of the Secretary of State for India to pay a certiiin 
person a specified sum on a .specified date or after certain notice, according to 
the terms of the particular loan to which the Promissory Note relates, and to 
pay interest thereon at certain rates half-yearly on certain .specified date.s, ICach of 
the above forms of security is convertible by the holder into either of the above 
two. 

Dining the War two new forms of .securities have been created. Treasury 
Bills, A\hen issued, are in respect of temporary borrowing by the Government 
of India and lusually have a currency of from 3 to 12 months. 1'hey are issued 
in the fir.st instance at a discount, equivalent to the interc.sl on the face 
value of the Bill for the period for which the Bill is i.ssued, and are at maturit}’’ 
paid their full face value, the difference representing the yield to the investor. 
The lowest denomintion i.ssued is for Bs. .5,000 a sum suitable for Banks, shroff's 
and other large merchants, but too large for the ordinary Indian investor. As a 
rule on maturity the old Bills may be e.vchangcd for new ones of like amount, unless 
the holder desires payment in cash. The Treasury Bill sales and payments 
are managed by the Presidency Banks. On the other hand the Post Office Gash 
certificates.'^' are specially intended to facilitate the investment of small amounts 
and to encourage saving among people of .small incomes. They have a cur- 
rency of 5 years on the expiry of ivhich they are to be repaid. As they are issued 
for an amount less than their face value, the difference constitutes the profits to 
the investor. They are issued in the denominations of Es. 10,20,50, 100 and 
500 on payment of Es. 7-12, 15-8, 38-12, 77-8 and 387^8 respectively. The 
maximum amount of certificates that can be held by any individual is Es. 10,000 
mominal value. The investor’s money, Jiowcvei', is not locked up for the full 
erm of 5 years. He can, if he A\i.shes, obtain pa}-meiit at any time during the 
_ urrency of the Certificate, and in that case receive an amount which, according to 
the time he has held the certificate, gradulally increases at conqjound interest 
from the original pm-chase price up to the fidl face value of the certificate at the 

* Lord Cromer tried to attract the biiiall Investor hy cash notes as early as 1882 but Avitliout suncess. 
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end of five years. The profit to the investor is free from Income Tax, and tlie 
certificates are sold at all Post offices all the year round. 


P 

XCI. CONVERSION SCHEMES DURING THE WAR. 


We reserve for the next part an account of the War Loans during 1935-20; 
but here we may mention the scheme of conversion adopted by the Government 
in 1916. In the jiast most of the conversion schemes were undertaken with a 
view to reduce the interest charge ; and so, whenever possible, Government offered 
the alternative of paying off tlie debt or issuing fresh stock at a lower rate. In 
the War jjeriod, however, the higher rate offered for the War loans required 
some corresponding facilities for the conversion of the earlier debt carrying lower 
Interest. Without undertaking the obligation of converting the Avhole of their 
3o p. c. debt into one of 4 p. c. the Government in 191 6 offered to the subscribers 
to the new loan, carrying interest at 4 p. c. and redeemable in 10 or 15 years at the 
option of the Goverunient, an option to convert an equivalent amount of Sip- c. 
or 3 p. c., at a rate to be fixed, into 4 p. c. redeemable loan, the offer to remain 
open for the two following years in regard to any public borrowing by them. The 
rate for 3J p. c. paper was fixed at 74. The great difficulty in this conversion 
scheme was that it was restricted only to the subscribers to the new Loan, and for 
an amount equal to the figure subscribed towards the new Loan. In the subse- 
quent Loans similar facilities for conversion were granted. 


Since the above was print, the Budget of 1921-22 has set afoot a special 
scheme of conversion and redemption. In view of the continually rising rate of 
interest anxiety was displayed, on behalf of the holders of the depreciating se- 
curities, dm’ing Budget discussions _ in the Imperial Council. In response the Go- 
vernment have created a special sbiking fund of Es. SO lakhs a year for buttress- 
ing the War Loans. It was rightly urged against this scheme that it made an 
invidious distinction between the holders of different classes of Government se 
curities, all the more objectionable becau.se the iuvesters in tlie War-loans knew, 
when they invested, that they w'ere subscribing for powder and shot, which 
when fired, would leave no realisable assets; while the holders of the earlier se- 
curities of 34% or 3% were, at the time they invested, advancing against 
profitable, productive assets. Besides the bulk of the holders of the earlier, and 
relatively more depreciated securities, are minors, widows trustees and charitable 
institutions. It might reasonably be expected that Government should be at 
least equally alive to the need and service of this less noisy, though more . de- * 
serving, class of public creditors. The expedient of two non-offici al committees, 
one for Bombay and one for Culcutta, is scarcely calculated to afford a fair and 
an acceptable solution of this important question of public credit. 



PART V. 


the war finance in INDIA AND THE PEACE BUDGET. 


XCH. The Nature of War Costs. 

The propel- principles which ought togoveru the fmaueing of a hi- War have 
never been clearly rvorlced out in this country. The unfortunate practice, 
so conuuon under the Conniany's regime, of meeting all e.vfraordinary c.vpondituro 
by borrowing was no doubt modified hy the first Jinanee Ministers of India under 

le crown. ut in every case of sudden einergeney caused by War, or Famine, 

tlie later Finance Ministers-of India have had recourse to borrowing, perl.aps 

because they exaggerated -the political danger of additional ta.vatio„, possibly 
also because they were naturally unwilling to invite too close a criticism of their 
methods of financng, as they were afraid their objects would not stand a verv 
close enteism. During the last great IVar, the magnitude of the struggle as well 
as India s being only indirectly involved in it made the perception of the true 
nature of War financing still more difficult. We in JncUa were not suffering 
k^i any of those evils of actual warfare within a country, such as destruction o1 

, ivatepiopcit3-undcrstress of military operations, which escape beiim included 

1“ the “bu ■"““y “Po-t -pen tL eondiict 

the Mai, but which seriously impair the productive capacitv of the countries 

thus suilenng. To a certain e.xtent India did sufler from a dive'rsion of her f nde 
owing to War restrictions and the shortage of freight; but this loss was ml if 
counter balanced by the gain attendant upon high prices and " 

quantities of her exports demanded by the belliverente * tw I , " 

face that other serious factor in the true War costslwhici ' ' 1 '“' *° 

accounted in financial figures recorded by the Evchi 

our Labour Force for War purposes anTthe eo ““®«P«on of 

Tv w 1 • ivv . consequent ananning of the industriVs 

by relatively inefficient labour to the grave prejudice of the coMtry’s wealth If 

the real costs of the War to the nation consist, not in the things that are aotuaUy 

absorbed in the War, but in the things-indnding the leisure of some of its work- 

people-which the country has to do ivithoiit in order that these m , 

■provided ” f it must be admitted that the ciiects of the War upon ifd'^T °- 
been sUght and indirect. ™ H ar upon India have 
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XCin. A BRIEF REVENUE OF INDIAN FINANCIAL CONDITIONS I915»I9 

TJie Knancial Statement of 7915-36 was the first after nearly forty years 
to be prepared nnder AYar conditions of a very serious kind. Thougli in the first 
year India rvas not directly concerned in fighting, beyond tire dispaich of an Expe- 
ditionary Force to France, the financial svsteni of India was not immune from 
the effects of the v orld conditioirs. The Indian Currency system, for example, 
reriuired the closest connection with fhe the central money market of the world: 
while for great projects of intenml development India relied upon borrowing in 
the same centre. The trade of India, moreover, was in increasing quantities 
with the whole world, which must, therefore, inevitably suffer by the unavoidable 
restrictions of the War. The out-break of the War, liowever, found Indian 
finance in a remarkably strong .situation. The Treasury balances in India and 
in England were a million and a half sterling in excess of the estimate. The 
agricultural outlook was favourable, and the Banks were well i)rovided with funds. 
Hence when the War first broke out, the one problem that the Government of India 
had to face was to support Exchange. Those desiring to remit their capital to 
England found that the di.slocation of trade, consequent upon the depredations of 
the German cruiser Emden, and the fright taken by the Indian middlemen, 
had left exchange so unsujjportcd by Trade balance that they could not remit 
at any thing like par rates without the intervention of the Government. In ac- 
cordance with the recommendations of the Chamberlain Commission bn Indian Cur 
roncy and Finance, the Government offered to sell Reverse Bills on the Secrctarv of 
iState for India in Council at a specified minimum rate to the extent of £7,000,000 
a week. At the cost of about £ 8.7 million sold between August 791‘f and March 
791.5 the Government managed to keep the Exchange steady. These Bills were 
met in England by the balance in the Gold Standard Re.servc. At home in India 
there wa.s a rush (a) for gold coinsand (b) on the Savings Banks Deposits as well 
as(c*) Currency Notes. Nearly £1.8 million were withdrawn before the Govern- 
ment intervened to slop further drain on their very slender stock of gold, and so 
refused any gold for internal purposes. I'hose who desired a withdrawal of the 
Savings Banks Deposits or conversion of currency jiotes were f/iven every facility, 
and the total withdrawals amounted to £7 millioii, while the diminution of the 
note circulation was about 7 croies. But for tliese difficulties the first year of the 
War brought no serious anxieties. India had not to proclaim any 'moratmlum or 
suspension of payments, nor afford any e.xtravagant carte blanche to banks or 
other institutions. 

The Government of India took their cue from the Home Government in believ- 
ing that the War would be of short duration, and therefore made no permanent 
provi.sion for theglefieit caused by the War . The Budget for 791.5-76 estimated 
an aggregate excess of expenditure over Income of £3.8 million of Avhich‘£2.8 
million was on account of the Imperial Government wliile the rest was accounted 
for by the Local Governments being allowed to over draw to the extent of £X 



million their balances Avitli the Government of India, The ordinary Kevenue 
and Expenditure account ',vere left substantially unchanged. The Imperial 
deficit of 2.8 million and the Provincial deficit of £1 million; the railway pro- 
gramme^ reduced to £S million, and Irrigation programme of £1.1 million; 
the purchase of £1 million debt in connection with tbe East Indian Railway 
account and a provision of another million for a possible withdrawal on account 
of the Savings Panics Deposits ; the £7 million of India Bills raised in 1914 
by the Secretary of State and repayment of the Loan of £7 million from the Gold 
Standard Reserve gave the total of £28^ million obligations. Against these the 
Government decided to renew the £14 million of temporary debt in England 
(£7 million) and India ; a fresh loan of .£6.5 in England either directly by the 
Secretary of State or through the agency of the Railway Companies working 
certain State lines ; an incursion on the cash balances for £4.5 million and on the 
Famine Insurance Grant for .5 million ; and a rupee loan for £3 million in India. 
With these provisions the necessity for fresh taxation was avoided'*' and the pre- 
war standard of ordinary Expenditure was maintained at the cost of slight reduc- 
tion in the expenditure on capital account. 


These calculations, however, were destined to be considerably upset by the 
prolongation of the War all throughout the Financial year ] 915-16, and the 
absence of any reasonable prospect at, the commencement of the year 1916-17 of 
its early termination. The jiroposed borrowing of £6.5 million in England, 
for example, could not be carried out, the Secretary of State succeeding in ratsing 
only £3.1 million. Rigid economy in all departments of the Government, except 
the Army, had to be ordered ; capital expenditure had to be reduced, on Railways 
from £8 million to £4.9 million, and on Irrigation Works from £1 . 1 million to 
.9 million. In spite of trade depression at first, the rise in prices led to a consi- 
derable revival later on ; and though the Budget revenues rose from £80.4 to 
£82 . 62 million, the Expenditure rose from £84 . 435 million to £85 . 264 million. 
The deficit, therefore was £2 . 644 million; and, if the same basis of revenues 
was continued for 1916-17 the loss at the end of 1916-17 would be £2.96 mil- 
lion in addition. It was evident that such a system could not be tolerated in view 
of the fact that there was no probability of the War coming to a close during 
1916-17 while there was temporary debt of considerable dnnensions. It was, 
therefore, decided to add to the existing taxation so as to increase the revenues 
by £3.6‘t as against an estimated Imperial deficit of £2.6 million leaving a 


* Sir Win. Meyer in the Einancial Statement: We do not propose to raise any money 

hv increased taxation on tins occasion. We should not hesitate to do so to meet a deflciencj; in revenue which 



conclusion i— , - 

menfc 1915-10, para 54. 

+ This sum was made up of r — . . Million pmmds. 

^ (1) Customs and conbequential changes m Excise £2.15 

(2) Salt duty increase | 

tS) Income Tax changes ’ 

Eor fuller details see l)elo^Y 


.. 3.65 
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surplus of a little over a million sterling. Against this must be set off an estimated 
Provincial deficit of £ .4 million, Railway capital outaly of £3.0 million, Irrigation 
£.9 million, Delhi £.3 million .and the discharge ""of debt £2.0 million or a 
total of 6 . 6 million in excess liabilities. Allowing for the Budget surplus, there 
would still be an excess of liability over assets of about £5 . 5 million, which it 
was proposed to meet b}’’ a fresh rupee Loan of £4.3 million, use of cash Balances 
to the extent of £ . 3 'million and unfunded debt to a lilce extent, a deduction of 
£ .2 million from the Famine Insurance grant, and, £ .4 million from Special War 
Receipts, thus bringing about an equilibrium. 

Prom the beginning of the calendar jmar 1917 the situation had changed 
in two important respects, affecting most vitally the Indian Financial system 
as a Avhole. The rainfall had been extraordinarily good in 1916 ; and there was 
continued demand, even at increasing prices, of India’s exports by the belli- 
gerents. The Government of India were incurring heavy obligations on behalf 
of the Home Government by financing their purchases and other War services ; 
in stead, therfore, the Government of India being debtors to England in respect 
of the Home charges, of about £20 million annually, they were actually creditors 
of very large amounts in respect of these obligations.* The old methods of 
meeting India’s usually favourable balance of trade were now either unavailable 
or inadequate, especially as the balance was getting heavier every month, while 
the export of gold from other countries to India w^as impossible as much by war 
restrictions, as by the dangers attending transport. After the first slight rush for 
Reverse Councils, trade conditions had so asserted themselves that all throughout 
the year 1916 there was a continued and increasing demand for Council Bills on 
the Government of India to be paid in rupees. The price of silver was gradually 
improving ; and, in spite of heavy coinage operations, the Government of India 
were feeling the strain on their rupee cash balances. In November 1916 it was 
clear that the Treasury could not meet this drain and so a notification had to be 
issued reducing the sale of Bills to Rs. 80 lakhs a week, subsequently lowered to 
60 lakhs. In January 1917 the exchange Avas raised to Is. 5d. the rupee. 
In July folloAving, Government took entire control of all imports of gold and silver 
to conserve the stock of specie, Avhile instructions were issued to Exchange 
Banks not to finance exports except those which were strictly necessary for the 
prosecution of the War by preference, and for the rest demand the fullest cover. 
Trade Avas thus severely handicapped by the scarcity of remittance in the form of 
Bills or bullion. Altogether in this respect the situation was so completely altered 
that instead of the expected demand for Reverse Bills during a crisis, there was 
a continuous heavy demand for Councils so great that Government had to adopt 
every measure they could think of to ease the stj:ain and maintain the Exchange. 

• The necovorable Expenditure on account of the Home Government Avas, in round figures, £10 million 
(in 1915*16,) £38.6 million in 1916-17, £ 73.3 million in 1017-18, and £80.0 million, in 1918'19. The same 
' was estimated .at £ 86 . 0 million in 1919-20. The following table shows the 

1915- 16 .. 01.81 30.36 balance of Trade and councils sold. The figures are in crores of rupees and, 

1916- 17 .. 87.06 49.04 in the first case, slioAV a net e.vcess of exports of merchandise over imports. 

1917- 18 .. 80.64 50.63 

1918- 19 .. 61.87 28.65 

46 



I'iie otlie'r important change was in the case of Eeveilnes and Expenditure oi 
the Government. The Budget estimate foi" 191 6-1.7 was for £86.5 million 
revenues, and £ 86.027 expenditure; in the revised estimate it was found that the 
revenues would amount to £96.7 million, and the ordinary expenditure to £89.45 
million. The continued prosperity in trade, combined with the increased prices 
had caused a boom in the Railway revenues, which accounted for £ 4 million 
excess, the customs which .showed an excess over estimate of .65 million, and the 
Income Tax showing an excess over c-stimate of £ ,35 million. The increase 
in expenditure Avas largely due to increased Army charges. On Capital account 
the estimated expenditute of £ 6 . 6 million Avas increased to £15.8 million, chiefly 
on account of the repayment of debt Avhich Avas budgeted for at £2 million, but 
Avhich eA^entually amounted to ,£ 11 .6 millions. 


In the next year 1917-18 the features noticed in the preceding year AA^ere in- 
tensified, but no ncAA^ factor entered materiall}'- to affect the situation, AA'ith the 
exception of the decision to make a Contribution of £ 100 million toAvards the War 
cost of the United Kingdom. This decision aa'us arrived at in 1917 and had been 
incorporated in the Budget for 1917-18 leading to a very active, in some cases 
undesirably active, compaign for subscriptions to the AVar Loan. The EcA’-enue 
for 1917-18 AA-as estimated at £-98. 8 million ; it actually amounted to £110.4 
million. The expenditure had been budget at £98.8 million ; it actually amounted 
to £102.3 million. There Avas thus a surplus of £6 million odd Asdiich aa’us consi" 
dered sufiicient for all need.s, and so no additional taxation Avas imposed. The 
principal items in the increase of Eevenues AA^erc: Eaihvays, Salt, Income Tax 
and Customs, AAdiile the bulk of the increase in Expenditure AA^as accounted for as . 
usual b)'’ the Army. Tlie only point of interst in the 1917-1.8 financial history ' 
Avas in connection Avith AVays and Means. The ordinary transactions under 
this head amount to betAveen £ 20 and £ 30 million. OAving to the Receipts 
Under the AA^ar Loan, and the expenditure incurred b)" our government 
on account of the Hoine Government, they amounted to £ 111 million. The 
AVar Loan proceeds provided £36.5 million, Treasury Bills £30 millions; 
Revenue excess £31 .5 million, Coinage £13 million. , The AA'^ays and Means 
section continued to occasion anxiety also in the last and the closing year of the 
AA^ar during AAdiich £78 million had to be proAuded for, of Avhich it Avas proposed 
to meet £22.1 million out of revenues, £ 20 million from Loans, £1 3 million 
from specie coinage ; £ 1 6 million from fimther investment in the Paper Currency 
Reserve and £ 5 milHion from balances. The AA^ar Loan of 191.7-18 had realised 
Rs. 47 cores, or £31.4 million out of the promised £ 100 million, so in thq clos- 
ing year 1918-19 the Loan programme AA^as continued AA'ith slight modifications. 

* All the AViir years furnish one more proof of the old criticism, that the estimates of the Government 
of India display anything but a good financial Avorhmanship. The excuse that Indian llnanee isagainhlc 
m Bains and Baihvays has noAv very little justification, particularly as .the items shoAving the greatest 
variations are not afieeted by Bains Very much. The principle of cautious budgeting seems to bo carried 
to an unreasonable excess. 
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In September 1918 it was resolved to make a further . contribution of £45 
million, under certain restrictions. 

XCIV. ANALYSIS OF REVENUE AND EXPENDITURE 1914=15 TO 1918=19. 

After this brief review of the principal features of tlie War period financing 
in India, we may next proceed to a more detailed study of the Revenues and 
expenditure. 

The following table gives totals of Revenue and Expenditure. 


Revenue. Expenditure. 


Estimates 

1914-16 

1915-10 

1910-17 

1917-18 

1918-19 

1914-5 

1915-10 

1916-17 

1917-18 

1918-19 

Accounts 

Revised 

Estimates 

81.15 

84.41 

98.05 

112.00 

• • 

82.94 

85.60 

90.57 

104.57 

• • 

80.15 

82.50 

90.75 

111.40 

121.5 

85.11 

85-20 

89.45 

89.45 

125.85 

Budget 

Estimates 

85.07 

'80.34 

82 55 

98.85 

108.34 

87.02 

84.18 

85.51 ’ 

93.81 

100-14 


The figures are million sterling. 

If we compare these figures to the pre-war ' standard of 1913-14 we fin d 
that the total Revenues have increased from £85 . 20 million to £120 million# 
or a net increase of 42. ji. c. Compared to the increased demands upon the revenues 
during the War in countries like England this increase seems to be insignificant. "• 
The Expenditure has increased from £82.89 to £ 126 million or over 50 p. c. 
If we compare the details of the following tables show the increases in the Principal 
sources of Revenue and the chief head of Expenditure between 1913-1918. 


REVENUE (ACCOUNTANTS) IN THOUSANDS STERLING. 


Sources. 

1933-14 

1914-15 

1915-3.6 

1916-37 

1917-18 

1918-39 

Increase. 

Land Revenue .. 

2];391 

23,221 

22,033 

22,041- 

21,607 

20,945 

—2% 

Opium . . 

1,624 

1,572 

1,913 

3,160 

3,078 

3,229 

+ 180% 

Salt 

3,445 

3,910 

3,647 

4,826 

5,499 

4,176 

+ 19.5% 

Stamps 

5,318 

5,082 

5.433 

5,776 

5,727 

5,896 

+ 11% 

Excise . . 

8,894 

8,856 

8,632 

9,235 

10,161 

13,647 

+ 30% 

Customs 

7,558 

6,347 

5,873 

8,659 

11,036 

12,603 

+ .67% 

Assessed Taxes . 

3,950 

■ 2,036 

2,090 

3,773 

- 6,308 

7,300 

+ 375% 

Eorests 

2,229 

1,980 

2,074 

2,470 

2,731 

2,91.0 

+ 30% 

Other heads . , 

1,333 

3,095 

3,328 

3,328 

3,125 

1,154 

+ ^2% 

Interest 

1,352 

3,023 

1,096 

1,136 

2,3.70 

4,020 

+ 300% 

Posts & Telegraph 

3,598 

3,596 

3,787 

4,174 

4,616 

5,323 

+ 30%. 

Mint-’ . . 

339 

69 

102 

• 690 

517 

1,73.6 

+ 500% 

Civil Department 
Receipt 

3,408 

1,605 

1,579 

1,739 

1,935 

2,086 

■ +50% 

Miscellaneous . ; 

772 

677 

679- 

847- 

4,868 

5,771 ■ 

+ 750% 

Railways : net .. 

17,625 

35,799 

17,977 

21,313 

24,141 

25,347 

+ 60%' 

Irrigation 

4,73 3 • 

4,680- 

4,779 ‘ 

5,155 

5,063 . 

5,402 

+ 15% 

Other P. W. . . 

298 

288 

• 304 

309 

323 

. 332 

- +1.1% 

Mil. Receipts . . 

1,369 

1,374 

1,241 

1,676 

1,720 

3,713 , 

+25% 

Total . . 

85,207 

81,157 

85,602 

98,050 

112,662' 

125,851 

..4 


* The figures for 1918*19 are the Keviscd estimates lor thatyear, -which in the Accounts show appredahle 
improvement in tlie important heads. ITot all other years the figures ar^ the Actuals or accounts for ths^t 
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On the Revenue side we find that, taking each item, the greatest propor- 
tionate increase as shown hy the table in the margin. Of these the receipts 

from tlie Mint and Miscellaneous sources are extraordi- 
nary, and cannot be relied upon in permanent finance. 
Quantitatively they are also insignificant. Opium is 
inflated by high prices ; but as the Chinese monopoly 
revenue has practically ceased this may probably be 
taken as a more permanent increase. The greatest 
quantitative increase is under the heads of Railways 
Customs, Excise, Income Taxes. Of the increase of £4.0.644 million in the 
Revenues, Railway contributed 7.722 or nearly 19% ; Customs continued 5.045 or 
12%; Income Tax; 5.350 or 13; Excise 2.653 or 6%; Interest £2.668 or 6% ; Opium 

I. 605 or 4% ; Posts and Telegraphs 1.725 or 4.25 % and the rest 35.75 % by 
other heads. If we distinguish between tax-revenues and revenues from commercial 
services, we find that £70.467 million out of £125.851 million was 
contributed by taxes, including land revenue, or 56 % of the total. (If we exclude 
Land-Revenue it would be 40 % of the total.) The commercial Services of 
Opium, Railwa 3 ’-s, Irrigation, Post Office, Forests, other Pul lie Works, Interest 
and Mint was £48.279 or 38.5% of the total, leaving to be made up only 

II. 5% by the remaining items. In the pre-AVar days the tax revenues 
amounted to £48.556 million out of £85.207 million, or 57 % of the total ; if 
we exclude the Land Revenue the proportion would fall to a little above 33 p. c. 
The conunercial services earned £31 .480 million or 37 % of the total, leaving 
16% to be made up by the other remaining sources. As between Direct and 
Indirect Taxes, before the War the former amounted to 2.28 % and the latter 
30 % of the total. In 1918-19 the proportions respectively were : 5.87 and 27 % 
p.c. 

On the side of the Expenditure the following table shows the principal items 
and their increases. The figures are in THOUSANDS £. 


Miscellaneous 

Mint 

Income Tax 
Interest 
Opium 
Hallways 
Civ.. Dept. 
Excise 
Eorests 
Posts &c. 
Customs 
MU. Eec. 


750 % 

600 % 

375 % 

300 % 

100 % 

60 % 

60 % 

30 % 

30 % 

80 % 

67 % 

26 % 


Heads. 

1913-14 

1914-35 

1935-36 

3936-17 

1917-18 

1918-19 

Increase. 

Direct demands 

9,274 

8,939 

9,467 

9,328 

9,854 

R. E. 
13,676 

25.8% 

Interest 

1,515 

1,191 

1,190 

1,174 

7,328 

7,733 

510% 

Posts & Tel. 

3,272 

3,257 

3,149 

3,441 

3,567 

4,116 

25.2% 

Mint 

132 

141 

89 

167 

167 

267 

100 % 

Civ. Dept. 

17,934- 

18.910 

18;868 

39,081 

20,855 

24,474 

37% 

Mis. Civ. 

5,403 

5,311 

6,128 

5,434 

5,918 

6,130 • 

13.4% 

Famine Rif. . . 

1,000 

1,000 

1,000 

1,000 

1,000 

3,000 

• * * • 

Railways, 
Interest &c. 

12,836 

13,641 

13,901 

13,832 

14,227 

34,154 

30.28% 

Irrigation 

3,532 

3,754 

3,723 

3,549 

3,784 

3,988 

, 12.5% 

Other P. W. , . . 

7,010 

7,177 

6,453 

4,618 

6,048 

5,596 

-20% 

Military 

21,265 

21,809 

23,503 

26,566 

30,768 

45,639 

114% 

Prov.. Adjust- 
ment 

282 

2,190 

131 

2,397 

2,059 

1,073 

• • 

Total . , 

82,894 

82,942 

85,602 

90,572 

104,575 

125,851- 

■ 62,3.5%. 



In these figures quantitatively the most considerable increase was under 
head of military services which was practically more than doubled. It must 
be noted, however, that the figures for 1918-19 contain £12.700 million foi 
further assistance from Indian revenues -towards the cost of military forces 
raised in India in pursuance of the Eesolution of September 1918. Making 
allowance for that we still have £33.041 million or an increase over 1913-14 
basis of 55%. According to section 22 of the. Government of India Act, the 
application of the revenues of India to defray the expenses of any military opera- 
tions beyond the frontiers of India was forbidden. By law, therefore, India was 
not bound to bear any portion of the cost of her troops dispatched to assist 
the Empire’s forces in the Em’opean conflict. But under a special reslution of 
Parliament passed early in the War, India had undertaken to defray the ordinary 
charges — on a peace footing — of her forces sent to France and other theatres of the 
War. This explains the very considerable addition in the expenditure under the 
head of Military Services. Next comes the increase in the item of Interest on 
Ordinarj', Unju’oductive Debt, • which shows proportionately the biggest increase. 
The heavy loans raised during the War arrested the pre-war process of the steady 
reduction in the unproductive debt charge, and, instead, increased that charge 
more than five times. It was in consequence of the decision of March 1917 to 
make a contribution of £100 million to the War by .borrowed funds — over and 
above meeting the expenses of the increased Indian army for the service of the 
Empire — that the unproductive interest charge was raised so much. There is 
next an increase of over £7.25 million in the combined items of Salaries and 
Expenses of Civil Departments and miscellaneous civil charges or proportionately 
31 . 1 0 p. c. over the pre-War basis. During the War years proper 1914-1918, 
there were enforced rigid economies in all departments, and there was not, there- 
fore, the gradual increase under this head conformable to the increase under the 
liead of Military Services, for example. It was rather the result of a sudden 
spurt, after War economies, in the first peace year of departmental increases 
and greater salaries that explains the increase under this item.* The increases 
under the head of commercial services are the result of natural expansion, which 
would probably be m\ich larger in proportion as the necessity for War economy 
becomes slighter. It is alleged, not quite without reason, that' these services 
were practically starved during the War, and that consequently in the years 
immediately following the close of the war, there would be very large demands 
on the public revenues on these accounts in order to make up for the wastage 

*. It is considered by many people in India, competent to judge in the matter, that the new 
constitutional Ketomis are going to prove very costly. If the English officer loses that sense of respon- 
sibility and the spur to economy, which has hitherto distinguished some of India’s better known 
i'inance Slinisters, and the new Indian element is lacking in the necessary experience, these fears would 
be very largely justified. The only consolation is that if only the out-lay is in the right direction, the 
initial increases might in the long run prove unimportant. The sense of close scrutiny will be borne along 
with the sense of public responsibility to the people. At the present moment, however, the signs are by 
no means encouraging, the ti nglo-Indian official hierarchy, being apparently anxious to secme definitely 
all round Increases in salaries before their day of absolute power is over, while the Indian element is either 
deluded by talk of high prices or is else unnilling to jeopardise larger issues by an untimely exhibition 
of too rigid a sense of retrenchment. It is to be hoped the future will make the Indian ministers bplder gpd 
JSnglish officers less greedj’, 
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and depreciation of the War period, and to provide for the resumption of the 
interrupted, pre-war programmes of expansion. There is, however, room for 
criticism against the pre- War policy in these branches of public expenditure. We 
have discussed in the preceding part, in the appropriate sections, the programmes 
we consider reasonable, as well as the possibilities of further expansion. The 
increases under other items are insignificant from the stand-point of their 
permanent eSeet upon the Budget. 

xcv. HISTORY AND DETAILS OF WAR TAXATION. 

In introducing the first War Budget it was considered that as the emergency 
though heavy, was of a temporary character, the anticipated deficit should 
be met out of temporary and permanent borrowing. In the next Budget, 
however, the Government felt that in view of the impossibility of raising 
any great loans in London and the probability of verj^ heavy demands upon 
the revenues on the termination of the War, it was necessary to make 
provision for additional revenues.* Tlie soiii-ces of revenue selected for 
manipulation to serve the AVar needs were briefly : Customs, Salt and Income 
Tax {a) The customs charges, expected to yield £2 . 1 million took the shape 
of (i) a rise in the general Tarifi' from 5 p. c. to 7| p. c. ad valorem, estimated to 
jdeld £.420 million more, making allowance for the decrease in consumption 
consequent upon higher rates. In the case of sugar, in view of the need to protect 
the local industry, the rate of import duty was fixed at 10% and the change 
was estimated to yield another £ . 4 million (ii) The free list was next curtailed 
very considerably by statute, in place of the old, wide free list based upon positive 
law and executive concessions. Gold coin and bullion, the current Indian coins 
certain essential materials for indu.stry and agriculture, and a few other specified 
articles, like live stock, works of art, books, uniforms, quinine and antjplague 
serum were to be the most important items in the new restricted Free list, (iii) 
Some articles, taken from the old free list, were to be taxed 2|- p. c. ad valorem 
e. g. grain and pulse, tea chest's and lead sheets for their manufactine, printing 
and lithographic material, machinery other than that required for cotton spinning 
and weaving, railway material and ships. A quantitative duty of 8 as. a 
ton on, coal, coke and fuel was estimated to approximate also to 2^ p. c. ad valorem. 

In years of famine the tax on grain 'and pulse may be removed by execu- 
tive order, while railway material for lines worked by the State was to be free 
from taxation as Government Stores, though Railway material for lines owned 
by the State but leased to companies for working was to be taxed 2|- p. c. (iv.) 
The other articles on the old free list were to be brought under the general tariff 
of p. c. as there was no justification for their being duty free. These modi- 

♦ In para 64 of the Financial Statement 1916-10 I said that the Government would not hesitate to 
resort to increase^, taxation to meet a diiiciency in revenue whicli promised to be oi a niore or less abiding 
character. That contingency has now to'be faced. The war continues, and \Ye cannot go on, year after 
year, with uncovered deficits. \Ye consider it essential inthe present mncertam out-look to increase our and 
revenue resource in order to make good the * anticipated Imperial deficit of the coming yeafa aud also 
gyppiy a sphatjiptj?'! ?hra 32, Fioaud^i Stat^hiept 1916-17* 
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floations were estimated to yield £ .160 million, (v.) The dnty on iron and steel 
was to be raised from 1 p. c. to 2| p. c. and that on other metals from 5 p. c. to 
7| p. c. giving an additional yield of £.08 million, (vi) The duty on arms and 
ammunition was doubled, approximating 20 % ad valorem, and yielding £ .020 
million, (vii). The duty on ale, beer, porter and cider was increased from 3 as” 
a gallon to 4:-| as. with a corresponding increase in the Excise. The rate on 
potable spirit was raised from Rs. 9-6 a gallon to Rs. 1 1 -4 per gallon and the pre- 
ferential rates on spirit contained in drugs and medicines was withdrawn. The 
duty on champagne and sparkling wines was raised from Rs. 3-12 to Rs. 4 -6 
per gallon, and that on still wines from Rs. 1-8 to ] -12. Including £.020 million 
from Excise increase the total additional yield from these changes in the duties 
on wines, liquors and spirits was estimated to yield £.130 million, (viii) On 
tobacco, the duty was left untouched on the unmanufactured article ; cigars and 
cigarettes were to be taxed 50 p. c. ad valorem in place of the existing specific 
duties. Manufactured tobacco of other description was to be taxed Rs. 1-8 in 
place of Rs. 1-2 per lb. The total additional yield from these changes was 
estimated at £.030 million. Petroleum cotton manufactm’es and rice were to be 
left unchanged. Silver Ware was to be taxed 15 p. c. ad valorem. The exports 
of Tea (ix) were to be taxed Re. 1|- per 100 lbs. and the change was estimated to 
yield £.300 million. The export of Raw, Jute was to be taxed Rs. 2-4 per 
bale of 400 lbs. equivalent to 5 p. c. at the then prevailing prices cuttings and 
rejections being charged 10 as per bale. Manufactured Jute exports were to 
be taxed Rs. 10 per ton in the case of sacking, and Rs. 16 per ton in the case of 
hessians. The yield was estimated at £'680 million. In addition, the tarifi 
changes affecting the land trade were expected to yield £ . 030 million * (B) The 
duty on Salt was to be raised from Re. 1 per maund of 82 lbs. to Re. 1-4 per 
maund, estimated to yield £ .600 million. (C) In the Income Tax changes all 
existing exemptions were left unaltered, as also the rates affecting Incomes upto 
Rs. 5,000 a year. Incomes from Salaries and Pensions and “ Other Sources ” 
exceeding Rs. 5,000 and upto Rs. 9,999 wiU pay 6 pies in the rupee ; those between 
Rs. 10,000 and Rs. 24,999 a year will pay 9 pies in the rupee and those of 25,000 
and more to pay one anna in the rupee. Profits of companies were to be taxed 
1 anna in the rujme, subject to expemptions to individual share-holders whose in 
comes may be low enough to entitle them to such exemptions and to companies 
whoso profits were below Rs. 7,000 a year. Interest on securities was to follow 
the same rate. These changes were expected to yield £ . 900 million additional 
revenue. 

In criticising these changes it may be observed in the first place that there can 
be no doubt as to the need for these changes. In view of the grave necessity, the 
points of regret, rather, is that the Government of India waited one whole year 
before^making these charges, and even then confined their changes to getting an 
Amount equal to meet the permanent addition to expenditure, without attempting 

* For a fuller view of the cuBtoms Tariff in force see the schedule given in the Section on customst 
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io meet any portion of tlie war expenditure from current revenues. Tlie 
only excuse for the Government of India might be that they were misled by the 
Home Government as to the duration of the War and the seriousness of its de- 
mands; but that excuse cannot apply when the Government woke to the real 
character of the emergency and yet made provision for it on the most conser- 
vative lines. Turning from this general criticism to more specific charges, the 
criticism seems to be irresistible that. Government held the scales unevenly 
between the payers of direct taxes and those of indirect taxes. While their 
proposals aimed at getting £2.7 million from indirect Taxes, only £ .9 million 
was to be raised from Direct Taxes. Before the War the respective burdens 
of Direct and Indirect Tax-payers were already very unequal to the prejudice of 
the latter ; the proposed changes made the burdens still more unequal. Even 
if we deduct £580,000 of Jute revenue, £300,000 of Tea revenue and £30,000 of 
Tobacco revenues as not really borne by the poor Indian consumer, the disparity 
of burdens still remains, particularly if we remember that the ability, as measured 
by wealth or income, of the indirect tax-payers would be most prejudicially 
afiected by a rise in prices, while the ability of the classes paying Income Tax 
was, if anything, rather improved. Objection may, therefore, betaken against 
these changes, especially the increase in Salt Duty; and the point was driveu 
home by tlm further defect of these changes in that they were professedly made 
to yield a surplus . It is obviously unjust to tax the poorest class of the community 
most heavily for the object of getting a surplus. In the matter of Income Tax 
we have already noted our objections to the present system, with special reference 
to the exemption of Agricultural Incomes and the relatively low rates on higlier 
Incomes. We may note, in passing, the exemption granted to those engaged 
in the Tea Industry, which, though in a highly prosperous condition, stiU enjoys 
this antiquated unjustifiable exemption, on the somewhat doubtful plea of its 
being an agricultural industry if the paradox be permitted. 


There were some critics of the Budget of 1915-16 who at the time professed to 
see in these changes a fundamental change of policy. There is and there was in. 
tended-no such change. The Indian Tariff system was and stiU remains one for 
Revenue purposes only. The Government may have attempted to make some 
alleviation of the most outstanding sores, but they did not succeed; and themfore 
the fiscal policy remained as before without a bias in favour either of Prote^ion or 

with a view to regulate the trade balance as was the case with the Eng is 

Budget of September 1915. 

A further point of criticism against these ptoposals-which at the tune they 
„re made was not quite obwious, is that ihe estimates of reyenue were unjustdi- 
L low. The caution in estimates is a legacy of the days when the entraordmary 
fluctuations in Exchange causing loss to India were a source of unending - mg - 
mare to the Einance Minister. Such excessive caution has no justification in 
modern Indian finance, and is apt to make the control on the spending departments 




vei'y slack. As is to ke expectcl from sucli a state of tilings tlie revenues ivere 
about 15 %'in excess of tbe estimates,, the greater portion being, of course, contri- 
buted by the payers of indirect- taxation. In the next Budget, 1917-18. the 
prosperous state of the revenues had induced the Government to offer, Avhat in the 
conditions of India must be regarded as a lavish grant, by way of a War contribu- 
tion of £100 millions. There was no earthly chance of raising this sum by 
revenue changes. Eecourse to borrowing was inevitable, with the inevitable 
consequence of adding a permanent unjustifiable burden by way of Interest on the 
revenues. In combination with the increase in military expenditure, this extra 
charge would mean an addition to the taxation. With the existing basis of 
Bevenue and expenditure, the Finance Minister estimated a surplus of about 
£2.75 million. With the extra charges Just referred to, the surplus was converted 
into a deficit of £3 million at least, probably much more. Additional taxation was 
therefore, determined upon. The Finance Minister wisely left untouched the 
Salt Duty on account of the prevailing high prices. “ A moment when prices are 
abnormally high, ” he observed, “is not the time for adding to the tax as well ” (para 
59 ). After coquetting with the proposals for a cess on land * and for a lax on 
Excess Profits f he at last decided to make good his anticipated deficit by 
means of (A) Super Tax £1.350 million; (B) doubling the Jute duties. £.600 
million; (C) Cotton Duties £1.00 million and (D) a sur tax on Kailways es- 
timated to yield £ .500 million, in all £3.350 million. 

(A) The Super-Tax in addition to the Income Tax was to commence on 
Incomes of Es. 50,000 and over in a graduated scale as below; — - 


(1) 

( 2 ) 

(3) 

(4) 

(5) 


For every rupee of the first 50,000 of the excess 
between Rs. 50,000 and 1 lakh. 

For every rupee of the next 50,000 excess 


i.e. 


1 anna 

H- „ 


fS 

>1 


3J 


V 


V 

3) 

)> 


2-1 


2 


Remainder 

i.e. on everything over lakhs. . . . . . . 3 „ J 

This was a v/elcome change in the most desirable direction, and making the 
richer classes bear something like their fair share of the burdens, though, even so, 
the figure remained much below the similar taxes in the United Kingdom or the 
United States. In the absence of reliable .statistics to make an estimate, a 
guess was hazarded putting the yield at £1*350 million, § 


* “ Though we do not Jn any way admit that our Laud Revenue assessments are other than most mo- 
derate, we prefer, so long as this is possible, to have the enhancement or imposition of special cases • as 
spheJe of taxation suitable for local boards, in order to assist these in developing such beneficint expendi- 
ture as that connected with education, sanitation, medical relief and focal communications. It must 
l36 understood, however, that while we refrain on the present occasion from imposing additional Govern- 
ment taxation on agricultural incomes, we can give no pledge that we shall refrain from doingso hereafter 
should future necessities oblige us to take that course” Financial Statement 1917-18 para 00. A'gricultura 
Incomes are still free from all taxation other than Land Revenue. 

t This proposal for excess Profits Tax was dropped on the ground that there was no efficient machinery lor 
assessment, as well as because by its nature it is a temporary expedient, wliile Indian finance was really 
'in search of a permanent support. It was, .however, introduced in the first Peace Budget 1919-20, 
but dropped this year. There can be no question of the justice of such a tax, whatever its practical in- 
conveniences may be. It is, however, only a War measure, not a permanent item of revenue. 

} This arrangement served to avoid an anomaly which is involved in our Income Tax legislation. 
Since all incomes under Rs. 10,000 pay 6 pies in the rupee, and tliosc over 10,000, pay 9 pics it follows 
that the amount left after paying the tax on an Income of Rs. 9,950 is Rs. 9,639-1 while tliat left after 
paying the tax on Rs. 10,050 is Rs. 9,578-14-6 or actually less than the lower Income. Under the above 
arrangement such an anomaly cannot take place in the case of Super Tax. 

§ TJra fcc'oipts from the Super Tax v/ere vzholly reserved for the Imnerial Governmeut, though th6 
Income Tax proceeds are divided between the Imperial and the Prl^ihcial Government, - - - 
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(B) I'lie doubling of tlic rates of duty on tlie various Jute exports^would liave 
yielded mucli more than | million but for the difficulties of freight and exchange, 
as well as the ]-ecent re,striction of export to the United Kingdom. 

(C) After 20 years of injustice the cotton goods were allowed to be brought 
under the general tariff of To p- c. ad valorem in place of the old Si j)- c. Dutj’- 
coupled with a counter vailing Excise. The latter, yielding £ .320 million, 
could not be abandoned, but the former meant an addition of £ 1 million to the 
revenue, without, howcA^er, altering the fundamentals of our customs tariff. 

(D) A surcharge on Eailway traffic at ! pie per maund of coal, coke and fire- 
wood and 2 pies per maund of other articles, was estimated to yield £ . 5 million. 

The Budget for 7 9 >7- 18 was, speaking generally, free from any ground 
of serious criticism. The Government had, of their OAvn accord* promised a 

magnificent War contribution, in addition to tlie services already rendered by 
India, without consulting the peojde’s representatives. The latter Avere, there- 
fore, out-manoeuvred, and Avere offered the disagreeable alternatives of seeming 
to be miserly in the hour of the Empire’s greatest need, or accepting a dispropor- 
tionately large burden Avithout a AAmrd of protest. The former alternative, even 
if there was in the Council any one bold enough to adopt it, was ineffectuals as, 
under the rules, the council has no poAver to vote the Budget. Any opposition 
AAmuld, therefore, be unavailing, hoAA’-ever Avell it may have been founded. The 
only note of dissent, therefore, was sounded on the ground that non-official Indian 
members Avefe deprived of the opportunity of making a voluntary, graceful offer- 
ing by this step of the Govrnment AAffiich made the entice issue a foregone conclu- 
sion. On the other hand the proposal to tax cotton manufactures, at the general 
rate Avas necessarily appreciated though there Avere moments of intense, exquisite 
anxiety AAdien the British Parliament seemed Ificely to A^eto this step under the 
influence of the Lancashire Vote. There aa’us a qvicl pro quo of some sort, though 
of course, not all that could be desired; and the War conLlbution aa'us, therefore 
accepted in silence if not AAuth approval. The only point AAliich aroused criticism 
AA'as the projposal to tax the profits of the Joint Stock’ Companies under the Super 
Tax, Avith the exception of the amounts legitimately required for depreciation, 
but including ReserA’-es. Indian industry is notoriously sufiering from a scarcity 
of loanable capital, and to remedy this deficiency many enterprises in India have 
been started Avith a small subscribed capital, the additional money required 
being raised in the form of capital debt. Out of the profits in good years the capital 
debt may be discharged, and further additions improvements undertaken from the 

* The folloAving telegram Avas addressed early in.Tanuary 1917 to the Secretary of State by the Viceroy 
‘I feel, and I speak throughout Avith the cordial and unanimous assent of my colleagues, that -tlie 'time 
‘has come for India to place her credit iind her taxable capacity at the dis'posal of His TMajosty’s GoA'ern 
aient, to be utilised'to the farthest extent Avhich her, limited resources, and a just appreciation of the 
ciiteumstances of her people render practicable, and in such time and manner as H. M. ’s Government 
may deem expedient. AVc are prepared to borroAv in India, as a AA'ar Loan for H. M.’s Government, 
thb largest sum Avhich can be r.iiscfl, and to offer for this purpose terms no less liberal than those • 
Ar'hich have been granted in England.” The telegram AA'ent on to indicate that India avbs prepared 
to contribute £100 million and the offer Avas thanktully accepted See. para. 49, of the Einancial btate 
pent of 1917-18. ’ , . - 
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same source. Witliout this expedient the large scale industries of modern tiniee 
would not have made the progress that they have in the last twenty years. Be- 
sides, in India the investor expects, and the managing Agents of large enterprises 
are often compelled to, divide profits u 2 )to the hilt; hence a good reserve can be 
built up only when the majority of the shares are in very strong hands. • Now if 
a Super Tax was levied on the Eesexves it would' not be unnatural to ajjprehend 
that the tendency to divide profits upto to the hilt will be encouraged, and the 
fluctuations characteristic of Indian industrial enterprise Avill be still more 
encouraged. In view of these objections the Bill was amended and 10 p. c. of the* 
profits, in addition to the provision for depreciation, were allowed to be set 
aside free of Super Tax. This, as far as it goes, was a welcome change, but 
conservative banlcers and industrialists still feel that it does not meet the special 
needs of Indian industry. The very con.sidcrable rise in prices coupled with a 
practical impossibility of effective competition had caused a boom in Indian 
industry, which, it was rightly desired, should be made to bear its fair share of 
the war burdens. In England and the United States they were taxing the Excess 
War profits upto SO %; but in India, owing to the absence of the requisite 
machinery for ascertaining the normal -and the Excess Profits, the Finance 
Slinister — himself no bad specimen of sound, conservative, middle class financier — 
did not feel it possible to introduce the Excess Profits Tax. There was, in the 
absence of the alternative state or co-operative enterprise, no means of efi^eotively 
controlling prices of articles produced by private enterprise. Consequently the 
Super Tax was the only — and not the heaviest — alternative open to the Finance 
Minister, if he was not to render the distribution of War burdens even more 
uneven than they are to-day. 


These changes completed the Tax additions of the War period. The practice of 
too cautious and estimate was again evidenced in 1917-18 by the Eevenues exceed- 
ing the estimate by 12-5 p. c. f rom £ 98 . 8 million to £1 10 . 4 million; the expendi- 
ture also increased but not in the same proportion, from £98.8 to £102.2 
million. With these sums in hand the Finance Minister did not feel it necessary 
to add to the burdens of taxation in 1918-19 all the additional needs being 
met out of further borrowng. In order, however, that the borrowing programme 
may be .a success, the Government felt the need of restricting by law industrial 
floatation, and so a temporary War measure— the Indian Companies Eestriction 
Act of 1918 was introduced in the Council. It required the Eegistrar of Joint 
Stock Companies not to register any new company, and forbade existing com- 
panies from increasing their share capital, or issuing debentures, or calling up 
unpaid capital, unless the Company had a license in this behalf by the 
Governor-General in Council. This was, of course, felt to be an excessive demand 
on the score of War needs ; but it was an inevitable logical consequence 
of the policy of borrowing in India which the Government had so unwisely adopted* 
Ipyoi'kingthislaw^ the Finance Minister explained, tyo gfeneral (questions wdul cl. 



be asked of every company demanding a license: vh., {a) Is the proposed Company 
likely to attract money ' Avliicb would otlierwise go into loans and Q-’roasury 
Bills; (b) If it was likely to attract money Avbicli would go to Government 
was the enterprise such as would help to speed up the production of war material 
or likely to result in the production of other commodities which w'ould 
save tonnage and Imports into India. If it was, the License would be granted", 
if it could not help in War work and might yet help to take away money which 
would otherwise go to Government loans, the License would be refused. The 
decision on these questions was to be left to a committee of officials and busi- 
nessmen. Such a procedure could not but give rise to complaints about 
favouritism by the Committee in the issue of licenses; and the utterly unaccept- 
able character of the Bill saved it from annihilation from the obvious means of 
evading its provisions* and, much more, from its temporary character, coming 
speedily to a close on the termination of the War. 


.\nothor interesting proposal in tlie Budget of 1918-10 was in reference 
to the consolidation of tlic Income .Tax Act, incidenlally by bringing 
the agricultural Incomes under the operation of t lie Law. The offending clause 
was, however, exci.scd by free voting being jjermitled to the ofiicial members. 
The new act affects “ all income from whatever source it is derived, if it accrues 
or arises or is received in British India.'’ Exception, however, is made in the 
case of (1) Income derived from property held under trust for religions or chari- 
table pnrpo.scs ; (2) Income of a religious or cbaritablc imstitution; (3) Income 
of local authorities; (4) Interest on securities held in provident Funds or (o) 
amount received in commutation of pension ; (6) .special allowance to meet 
expenses incurred in performance of a duty or office; (7) Legacies (8) casual 
and non-rccuiTCut receipts ; (9) Perquisites whicli are not money and cannot 
bo valued in money are all exempted from taxation. Agricultural incomes are 
also exempted. Tlie categories .subject to t he tax are : salaries and Pensions; 
Interest on securities; Income derived from House Property and from Business 
Professional earnings and incomes derived from other Sources. The exemptions 
allowed under the new Act, we may remark in passing, are open to objection 
in the case of Agricultural Incomes and those under (1), (2), (6), (7) (8). They 
help to sacrifice a considerable portion of public ‘revenues, without any real 


* The present writer of his own experience ciin mention at least one case in wliicli the provisions 
of the Act were palpably evaded, it was a propo.sal to acquire certain lands in Burma supposed to have 
considerable possibilities for mineral oil and other inning opportunities. The capital considered neces- 
sary was fixed at 60 lakhs. The licensing Committee were assured by the promoters that the success of tlie 
euterprise was bound to be of national benefit and immense help in War work, by supplying the much 
needed fuel. The committee, though consisting of friends of the promoters, could not quite swallow that 
sucli an enterprise would require so much capital. It was, tlicn, a'isured that tlie proposed capital was 
essential in view of the higli prices of maehliiery A-c. and that if tlie license were granted, and tlie company 
succeeded in obtaining subscriptions, tliey would subscribe u sjiecilied jiroportion to tlie War Loan. 
This was enough. The Government knew tlicy could not make quite so good an appeal to the rich 
investor as the Industrial proposition could, and as the ])roraoterb of the proposition were willing to 
make contributions to the War Loan more was to lie gained by according the License than by refusing 
It, The license was granted, but unfortunately the diflerences among the promoters on the division of 
spoils allowed the proposal to fall through. 

It may he added that the real liardsiiip of this measure was not so much in the case of industrial 
enterprise — for which it was during the war extremely diliicull to obtain plant and niacineiy from a' jo 
as In the case of Banking or Insurance enterprise. JSo such proposals were made during the perlo ' 
yestrlotlon, . - - - .... . . .... 
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corresponding benefit to tlie conlmllnit 5 ^ We have already laboured tbe point 
about agricultural Incomes and those of religious bodies elsewhere. The 
wealth of the last mentioned class is unknown, and probably very large. It lies 
absolutely idle — or used only to pamper a most mischievous section of the 
community in extravagant idleness to the grave prejudice of the health, morals 
and intellect of the community. There is no excuse for their exemption except 
the timidity of a Government which does not feel itself national. Under (6) the 
allowances would include Travelling Allowance, which , despite the regulations 
of Public Service, is actually made a source of considerable inbome and ought 
to be taxed. So also legacies which in India are not subject to any other Tax. 
Under (8) the most considerable item of income would be prizes under lotteries. 
The Government of India in their prudishness consider lotteries illegal, and 
so ignore their e.xistence altogether. It would be a more effective source of dis- 
couraging them, if they were subjected to a heavy License fee and the prizes 
were made liable to Super-Tax and Income Tax at even heavier rates than 
those on ordinary incomes. It is an open secret tliat considerable sums are 
annually distributed in India by local or foreign lotteries \e-g-th& Derby Sweep 
under the auspices of the Calcutta Turf Club) though of course in the absence 
of official statistics tliere cannot be any reliable estimate."" The Act lays down 
a scale of deductions for those shareholders or security holders who have been 
axed at the source in the first instance, but whose total income from all sources 
is not large enough to allow the one anna rate at which Profit’s of companies and 
Interest on securities are charged.f The mode of assessment is changed, and 
it is now compulsory on overj’^ company to send in an annual return, while private 
persons are req^uired to submit a statement of their income to the tax collector. 
The collector may assess the tax on that statement, or make further inquiries Pro- ’ 
vision is made for appeal abainst the decision of the collector to the Commissioner 
who may alter, confirm or reject the collector’s decision. A penal assessment of 
double the ta.x is levied on any one guilty of concealment of his income, while 
misstatements are made a criminal offence which may be prosecuted at the 
instance of the Collector Graduation remains as under the Acts of 1916 and 1917. 

XCVJ. THE HISTORY OF THE INDIAN WAR LOANS. 

In the first two years of the War, as already observed, the extent and nature 
of the strain lilcely to be caused by the War being not properly under- 
stood. the Government of India decided to meet the deficits caused in their ordinary 
revenue and expenditure by (a) cutting down their programme of capital 
outlay on Productive Public works; and, if that did not suffice, by (b) temporary 

• A license anty on every loteiy eombmea AUth .-v 2.'» to oO % Income Tax on Prizes ought to yietct 
(Tom I to 2 crores. 
t The rates ot ilefunds .nre : — 

One anna in the ruiree it Income below Rs. I.OOO a year 
Spies >, ,, .» „ 1,000 & 2000 a year 

t ,, ,1 ,* 1, ,1 ,, 2,000 & 5000 ,, 

,, ,, 9, ,) i> )> 5,000''<& X0»Q00 ,, 

j? If tt if tf >» » n J0#000 & ?§i000 ff 
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borrowing. As the War went on its strain proved to be greater than 
could be met b}^ simply retrenching in ordinary expenditure ; while borrowing 
in the usual loan market of the Government of India became increasingly 
difficult owing to heavy borrowing for war purposes in England itself. In the 
first War Budget 1915-16 the whole demand was met by temporary Loans being 
raised in England, and in India by a Loan from the Gold Standard Reserve. In 
India a Loan of £4 million was issued on Jst. December 1915 at 4 p. c. and on 
condition thatitAvas to be repaid on or before the 30th November 1923 but 
not before 30th of November 1920Avith three months’ previous notice. In the 
next Budget Avas announced the 4 p. c. Conversion Loan to Avhich reference has 
alread}^ been made. It was to be repaid on or before 1st. October 1 936, but 
not before 1st. October 1931 AAuth three months’ previous notice. Being 
issued on October 1st. 1916 it offered an investment for not less than 15 and not 
more than twenty years. The Loan resalised about Rs. 6.73 crores including 
Rs. 32.49 lakhs raised through the Post Office. This last aaus an innova- 
tion to attract the small iuA’-estor. It aa'us estimaf ed to yield at most Rs. 50 lakhs, 
but itjdelded about of the estimate. This AA'as considered sufficient indication 
of the popularity of the Post office section to encourage the Finance 
Minister to make it a permanent feature of the Indian financial 
organisation. The main loan aa'us intended in the first instance to be for 
£4 million or 6 crores of rupees, Avhich, under certain circumstances, the 
Government AA^ere AAulling to increase to £8 million or 12 crores of rupees, in addi- 
tion to the Post Office Loan Receipts. The Loan actually subscribed barely 
reached the expected limit of £4 million and so the Government felt their borrow- 
ing programme Avas not quite an unqualified success. Perhaps the chief factor 
accounting for the relath^e failure of the Loan Avas the limitation placed on 
the Conversion rights. 

After the decision to contribute £100 million towards the War costs of the 
Empire had been taken in March 1917, the borroAving programme had to be 
very much expanded in spite of the relatWe failure of the previous year.' An 
unlimited Loan, the yield of AALich the Finance Minister could not put over 
£10 million in the Budget* Avas issued in.three sections (1) A long term Loan 
at 5 p. c. interest AA’^as issued at 95, to be redeemable on or after 31st March 
1929 and in any case not later than 31st. March 1947. A Special Sinking Fund 
was to be created in- 'respect of this Loan, and conversion rights Avere offered in 
respect of all existing long term obligations 'j- But the long term investment 

* See para 21 of tlie li’iuancial Statement of 1918-19- 
t “Taking tliese factors into consideration the conversion rates we h.ave fixed as fair are that 
every Us. 100 of the 4 p. c. conversion loan shall he accepted as equivalent to Us. 92 of oiur new loan 
•while the corresponding rates for the 3* and 3 p. c- p.aper will be US. 76 and Us. 65 respectively. 1 
am speaking in each case of face values. Thus, to take a single example, a person Avho has obtained conver- 
sion rights entitling him to convert Us 600. face value, ot 31 p. c. paper, will have that paper converted 
into our long term loan at Us. 456 But it must be remembered of com-se that the Loan is only issued in denomi- 
nations of Us. 100, consequently while the holder can obtain Us. 400 in any case, he can only obtain 500 
by subscribing the c.ash equivalent of Us. 44 (nominal) of the new loan, and for the sake of simplicity 

we shall fix the cash discount at one anna per Tupce of nominal value This year we are adopting 

a simple itniform rule that for every Us. 100 face value of a new paper issued Us- 150 face value of old 

paper may.be converted whether it be 4 p. c. 3| p. c, ” para 79 80 of the Financial Statement, 
1917-18 A sinking Fund of li p. c. a year was specially established for the redemption of tjrisloan . Th9 
conversion rights wetp necessarly narrow to obtain new funds, 
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Required by tbis tioan would not suit tbe convenience ol Banks and finan- 
cial Houses to wlionieasj^aud early redemption was much more important tha^ 
the peimanence of the investment, for theii* convenience (2) the short term 
Bonds with a currency of 3 tO 5 years at the option of the purchaser were introduced* 
The interest on these was to be at 5| p. c. free from Income Tax, but subject 
to Super Tax* The third section was intended to be a permanent measure 
to bring the government into touch with the small investor. There was to be no 
time limit in respect of contributions from this source . Post Offices throughout 
the country were to sell cash certificates of Es. 10, 20, 50 and 100 at a price so 
fi:xecl that the amount repayable at the end of five years i. e. the full face value 
of the certificate — should represent a return of about 5|- p. c. compound interest, 
the Es. 70 certificate being thus piuchaseable at Es, 7-8. That the holder 
may not be embarrassed by his investment in case of need for liquid funds, it 
was furtlier provided that the Post Offices should rej)urchase these certificates 
at a valuation which would allow interest for the period during which the 
certificate had been heldf The interest on these would be paid free of Income 
Tax. Tbe amount that could be held by any individual was limited to Es. 10,000 
The following table shows the total subscriptions under the various heads : — 


Main Section 
^Government 
Scheme 

• §British Tr. Bills 


5 p. c. War 
Loan 29-4:7. 
Es, 

10,80,86,400 

2,99,700 

97,60,600 


^ p. c. 3 yi'. 
Bonds. 
Es. 

16,77,82,600 

. 13,82,400 

66,51,100 


H- % 5 yi’* 

Bonds. 

Es. 

10,49,90,800 

7,45,600 


Total. 

Es. • 
38,08,58.700 

24,27,600 

1,64,11,600 


Total . .' 11,81,45,600 17,58,16,000 10,57,36,300 39,96,97,900 


In addition to these Es. 3,21,99,550 were subscribed through the Post Office 
before August 29 and Es. 7,10,93,935 by way of cash certificates before August 
23. The aggregate total was Es. 50,33,23,885 far in excess of the budgeted 
estimate of the finance Minister. Nearly 30 crores out of 50 was for short term 
bonds chiefly taken by Banks and Joint Stock Companies. Among the various 
provinces Bombay led the way by a total subscription of Es. 10,65,08,600 
Bengal coming a near second with Es. 10,46,54,100. If we add the subscriptions 
through the Post Office and Cash Certificates, Bombay’s lead would, be much 
more considerable, being Es. 13,22,76,105 as against -Bengal’s Es. 71,44,20,729. 


♦This provision was anomalous a result of too faithful an imitation of the English terms. It might 
have prevented very large subscriptions by single individuals or corporations for fear of the super-Tax. 

t Specimen table to show increment in the value of Es. 10 cash certiiicatc at the end of each 
■whole year : ' 

Es. 

Purchase price - 7 12 0 Due. after 6 

Due at End of let. year .. .. SIO years Es. 10 

Due at End of 2nd. year 870 

Due at End of 3rd 8 14 0 

Due at End ot 4th ... .. .. .. ..960 

t The Government oflered their servants certain facilities for subscribing to the Loan, which cam# 
to be kno^vn as the Government scheme. Presidency and other Banks also offered substantial conces- 
sions to their clients to take up the Loan, paying them as much as 95 p. c. of the amount required to py 
the Loan by wav of advances for two years at 5 p- c. or similar low rates Tire Banks, however, apphed 
the screw in case of depreciation, and demanded further cover against the advances. 
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6ver the counter in most places* immediately on payment of the amount, ■while- 
very short delay would suffice to get it even in the most backAvard places. 

XCVIL LOANS AND TAXES. 

•We have already discussed elsewhere the entire borroAving programme of 
the GoA'^ernment dming the War from the stand-point of its effects upon Indian 
industry and commerce . We shall, therefore, confine ourselves ' here only to 
considerations of general financial principles. But one point of detail must not 
be passed over in silence. "Wliile aa-^c must AA’^elcome the new expedients AAdiich 
have roused a much needed spirit of investment in India, Ave cannot but point 
out that in many cases the ncAv creditors of the Government are induced to 
subscribe more by forc6 than b}’' an intelligent jAerception of the advantages. 
As the Finance Minister j)ut it in 1.919 if the canvasser’s zeal outruns his discre- 
tion, the SAA'elling of the nominal figures subscribed Avould afford no substantial 
aid to the State, and may quite possibly prove a source of graA’^e danger, if consi- 
derable amounts of such short term bonds, as the cash certificates get into the 
hands of very Aveak holders. Besides, the A\diole of the War period borroAving 
Avas exclusiA’-ely for AA'asteful, though unavoidable, purpose; and there is no cause 
for jubilation at its success, except in so far as it affords a hope of success for 
similar borroAving in the future for more producth’-e purposes, f On grounds 
of sound financial principles Ave cannot but deplore the preference, accorded to 
.borroAAung oA'^er taxation for meeting this heavy, unproductive charge. Assuming, 
for the sake of argument, the necessity as AA'^ell as the justice of a contribution 
of £100 million from the resources of India for England’s War in Europe , though 
England has never, except in the case of the 2nd, Afghan War, contributed 
anything to the expenses of the Wars undertaken 'by India in the Imperial in- 
terests and often against her oavu ; and despite the fact that the relathm AA’’calth 
of the tAvo countries is so enorraoxisly different, making a contribution Avhich 
AAmuld be crushing to India almost a flea-bite to England, it may yet be questioned 
whether financing bj* borroAA'ing Avas really more beneficial than raising taxation. 
It is, of course, true that by no couceiAmble means in the present circumstances of 
India the Avhole of the £100 million could be raised in a single year from taxation in 
addition to the ordinar}’- re.A'-enues, -short, indeed, of a forced le-yj?^ on AA*ealth, Avhich 
a Government, conscious of its Avant of national spirit, and therefore of the absence 
of the fullest sympathy by the people, could not attempt. But there is ])othing 
to prove that the amount they actually obtained by subscriptions to the War 
Loans could not have been obtained by a combination of a 25 p. c. . Income 
Tax on Incomes over Rs. 50,000 a year, coupled AAuth a graduated Super Tax- 
rising to ..50..p.,_ c.__pn Incomes exceeding Es. 2,50,000 a year; manipulation of the 

* AA'ealc or strong, the small investor must realise his investment in period of stress such as the famine year 
of 1918-19- The conversions in that, year, therefore do not give any indication of the possibilhy of 
extending the system of borrowing from small capitalists, 

tit may be doubted if the eiforts to obtain subscriptions for industrial puriicses would be ciuitc so 
severe as in the case of War subscriptions. In the former case subordinate olhccrs would lie lacking the 
spui- of commendation from superior officers that they had for their war exertions ; and in the ab.seuce <o 
official pressure it is doubtful if Indian investors would be forthcoming in the proportion and to the cxoiit 
they have done during the AA'ar. 

48 . 



customs scliedule in the manner suggested in a previous section: raising of Excise 
Duties to double the existing rates^ and the introduction of a new Dxcise on home 
grown tobacco preparatory to the commencement of a monopoly in that article; 
and the abolition of all unfair exemptions in the case of Income Tax. The re- 
jected tax on Land might in that case have appeared less objectionable. The 
total of these would have at the lowest estimate yielded Rs. 30 crore.s additional, 
and paid oft’ the Avhole contribution in 5 years, instead of charging the country 
with a useless burden by way of interest of Rs. 10 crores a year in round figures for 
30 years at least. A great officer of the Government.* in .stalling the campaign for 
the 2nd. War Loan, was flattered to have made a great hit by di.senvering the 
obvious truth that if the Loan were sub.seribcd in India the interest also would re- 
main in the country, It had been the burden of Indian critics' song for thirty 
years and more against the Government’s policy of borrowing abroad. But what 
neither the Government nor its critics (juilc reali.scd was the perpetuation of in- 
equalith'S of an injurious kind in (he di.stribntion of the national wealth by the 
adoption of the S 3 'Stem of borrowing in preference to boldly facing the situation 
and raising taxation. There could be no objection, jierhaps, to either borrowing 
or increasing taxation if all citizens were of equal abilitv, and had equal incomes. 
But in view of the immen.se existing ineqiialitie.s, in the face of indefensible ex- 
emptions from taxation, the preference to borrowing must necessarily produce the 
mo.st miscellaneous results. The poor man will have to bear additional burdens 
to pay the rich man his interest and capital, which, being used up in smoke and 
powder, could have done no material good to the country and its poor inhabitants, f 
moreover during .such along drawn out .struggle the poor suft'er much more 
than the rich, in that the unavoidable demands of War end in diverting capital 
from industiy, and, therefore, leave the worker wit!) much less efficient tools 
to make an eft'ort for a much larger production. Apparently tlie worker mav 
obtain the benefit of the War in the shape of^ increased wages. But even if this 
increase in wages is real and is not set oft by harder and more continuous work for 
longer hours, as well as by a much greater increase in prices, the War tijne pros- 
’ peritv of the Avorking classes is essentially short lived, while the burden of taxn- 
T'on left as a logac}' of the War is bound to be permanent. " The absorptions 
and destruction in War of largo masses of rcsource.s, which would normally have 
been used in indu-stry, necessarily means that the labour of fuUire years has 
(cwcr tools and machines with which to co-oj)cratCj is, therefore, Ic.ss productive 
and earns a loAver j’atc of remuneration ’’ (Pigou) Besides the rich in subscribing 
(.0 the War Loans Avill have recourse to their Banks, and the grant of easy facjlt- 
lies by them cannot hut end in an undue inflation of prices. We must there- 
fore, condemn the policy of the Indian GoA’ernment in relj'ing upon borrowing for 


* Lord lloiiaId.shay in April 1918. 

t AS Prof, pigou 1ms rigidly pointed out (Jicoiioiuy and PJiiaiiee of tlic War) ^vlicn the inflated AA'ar- 
prices sliould return to tlmir pro- War or normal level, flic burileu of interest would prove in reality much 
gicater. Por when the ricli capitalist tool up the AA’ai Loan, tlie inrerest he was promised Mould have pur 
diased In terms of values niiieh less, than the same amount ivoiild purclmse Avhon the prices should have 
lallcn. 'J’lie arraugemeut is on tlic m liolc-eutii ely for llic benefit of tlio rich. We have in tiiis buetion lolloAVcU 
ine argument ol J'rot. I'i ou, o]t, cit. in his on Ta.xus V. loans. 
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then' War demands in preference io raising taxation, and thus leaving a perma- 
nent burden upon the people very unfairly and unevenly distributed. Increased 
taxation would not only have prevented thCi accumulation of a perjnanent and 
unpi'oductive burden ; it would of necessity have left the burdens on those best 
able to bear them well, because while the limit of taxing the poorer section 
of the community is soon reached, the limit of taxing the rich is much more 
elastic than is believed under a tax system like ours, whose outstancling charac- 
teristic is excessive timidit}’- and indefensible caution * When the War was over 
tlie increased taxation ma}' have been remitted, or the surplus receipts might be 
used to finance projects of material improvement fo]‘ the permanent benefit to all 
classes of the countrv. The Government based their ajjpeal for War Loans 
subscriptions as much on economic as on patriotic grounds ; but they overlooked 
the obvious retort that patriotism at 5 p. c. or 51 p. c. is by no means such a hard 
virtue to practice ^s the frantic invocations of patriotic virtue in government 
notifications and their inspired press would lead one to believe. | 

XCVin. INDIA’S TOTAL WAR CONTRIBUTION. 


We have now reviewed the outstanding features of the war Finance in India. 
It must be observed here that the total contribution of India to the War — such 
at leastasisca 2 )able of a money valuation is — not confined to the Taxes and loans 
above described. Though not bound to take any share in the War beyond her 
frontiers ; though England-with the single exception of Gladstone’s contribution 
of .Co million towards the expen.ses of the Afghan War in 1878-80, has never 
borne any share of the freciuent military expeditious forced upon the 
Government of India by consideration of Imperial interest; on the outbreak, 
of the War non-official India hastened to offer the aid of the Indian army in 
the European struggle agreeing to bear tlie normal cost of the troops dispatched 
Compared with the jire-War scale of expenditure, the net military expendi- 
ture borne by India had increased between 1 914-1 5 and 31st. March 1918 
by £1 6,500,000. To this we must add £ 21 million in round figures resolved 
to be contributed in September 1918, and another £3,500,000 as increased 
expenditure in 1918 April to Seiitember. This gives a total of £41 million, 
meaning to India 62.5 crores of rupees in military expenditure alone. We 
raised and sent to the various theatres of the War a million and quarter of troops 
as against our normal jjeace army of about 270,000_^ men of all ranlcs. The 


* IJefore the War a demand of lls. 5 crores tor the pnrpoae of primary education being made compulsory 
and free was considered impossible to meet from the limited resources of India, while during the War for 
entirely wasteful purposes as much as Its. 40 crores additional revenue could be found in a single year as 
compared to the pre-War standard. The possibilities of a country cannot be known if you do not try them. 
It is to be hoped that one good result of the War will be that in future no such fatuous arguments about the 
restricted means will be used to defeat projects of material benefits to the country, which must cost- 

t The above criticism, I am afraid, would not commend itself to Indian publicists, if one is to judge 
from the general tone of debates in the Imperial council, and the stray works of Indian economic writers. See 
for example Prof. Kale's India's War Plnnncc. Perhaps the leaders of Indian Public opinion were afraid, 
in such a political crisis, to give their real A'iews on War Financing in India. More probably, most of them, 
who can understand such problems, have been reared in the old school of financiers, and, therefore, cannot 
.see much, in the methbds adopted, to criticise. .Sir William Mayer, the Fiannce Minister during the entire 
War period, received a pean of praise on his retirement, as much because he was an excellent, well mean-' 
. ing. cautious repre.sentative of orthodox finance, as because he really tried, within his limits, to keep in view 
India's interests against everj' sort of pressure which must have been brought to bear upon him. Kext 
after B.aring Barbour and Covin in the eighties, Meyer seems to have been the most sympathetic Finance 
Minister of India during the last 50 years, 
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service was all iho greater as India dispaichod her veteran soldiers and received in 
escliange much smaller numbers ol inexperienced territorials to guard her ex|)osed 
frontiers. The political charges were increased owing to the War, by £ 1,300,000 
upto the end of 1917-T8 and possibly by £1,500,000 by the end of the War. For 
the same 2)eriod the War increase in Civil Department expenditure was £250,000, 
The Interest charges on the War debt may be taken for the war jjeriod only 
at £ 13 million or Es. 20 crores. This, of course, leaves out of account the jier- 
manent character of the burden. Miscellaneous expendilure may be taken at 
Re. I crore or a total of 87 i crores. 

This is only the money side of the account. It does not, and cannot, show 

the fact tliat thaulcs to the war India lias got an additional annual burden by way 

of interest alone of Rs. 10 crores, not to sjieak of the permanent increase in 

military expenditure that will result in consequence of the war and non-effective 

charges. We liave financed heavy outlays on the jiart of the British Government 

aggregating over £200 million in 5 years to the grave prejudice of our industry 

and commerce, our currency and exchange. AVe have invested largely in British 

securities-over and above making the gift of 100 millions from our various Reserves 

for the maintenance of the Currency system, and to that extent contributed to 

the success of the various British war loans. These come to over £130 million 
^ * 
and have depreciated so much as to cause India a net loss of about half the amount 

if not more. * We have starved our own industries, restricted our trade, mani- 
pulated our commercial finance to help prosecute the AA'’ar to a successful end. 
AYe have cut doivn our usual proginmines of capital expenditure for material deve- 
lopment, to dangerously low proportions; reduced the allotments of the Provinces 
for education and sanitation; stopped 1 11 schemes of social amelioration that- 
might at all interfere with t.he financial needs of the AVar. f 

I 

As though these contributions were not enough, it was resolved in the last 
month of the AA^ar to contribute another £45 million to the expenses of 
the AA'’aT. The way had been paved for this increase by a conference called 
by the ATceroy in April, where it was decided to raise 500,000 more troops in India 
commencing with June 1st. On the 9th of September^ Sir AAdlliam Meyer, 
the retiring Finance Minister, brought in a resolution saying: That this 

council recognises that the 2>i'olongation of the AA^ar justifies India’s taking a 
larger share than she does at present in re.spect of the cost of the military forces 
raised, or to be raised, in this country” This procedure of a resolution was an 
adroit manoeuvre on the part of the Government lo force the hands of the non-offi- 
cial members in acccepting or rejecting the suggestion, since the Government dec- 
lared that they had no intention to use their official majority to carry through the 

* We of couisc, include the depieciatioii due both, to the .succe«'!ivp rise in interest .and also to tlie rise In 
e.\cluiu"e. 

t In return we h ive obtained a recognition ot . I limited '•ort. in tlie world council, and a .sliglitly more 
important place in tlie council of the Einiiire ; a bclieine ol constitutional Kefoi ms, wliich have not yet boon, 
put into operation, hut whicli are e.vpected to lead to complete re.sponsible Goverument in course,. 'ot time; 
ppd ail oauality of Irgatmenf. in tlie tariff of import duties-fhe ino^t material of all. 
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resolution. Having pledged tliemselves to furllier exertion at the April conference, 
the non-official members had }io alternative bitt to adopt tlie Resolution ; and the 
Government could not but feel gratified that this was a popular contribution as 
against the previous contribution of £100 million which was made under an 
executive deci.sion. Tlie idea was to ta'lce over the entire cost of 200,000 troops for 
the period of the War ; and assuming that the War would be over by March 
1 920, the Finance Minister calculated the additional cost at £12.7 million for 1918- 
19, £14.7 million for 1919-20 and for 3 920-21. a jmar of demobilisation £7.7 
maldng a total of £ 35 . 1 million. To these he added additional pensions and non- 
effective charges for £1 0 million making a total of £45 million. As the expected 
surplus was considerable for 1918-19 no additional taxation was proposed, and the 
Resolution was adopted subject to the addition of the following words to the ori- 
ginal : “ and recommends tliat such larger share be to the extent and under the 
Conditions and safeguards indicated in the speech of the Hon. the Finance Minister 
in moving this Resolution.” The safeguards here referred to are that India has 
no War expenditure to meet on her own account, nor any extraordinary expend’ - 
ture on account of famine. 



CHAPTER II. 


XCIX. THE FIRST PEACE BUDGET, (1919-20) 

The Resolution for an additional contribution was passed on the 9th of Sep- 
tember. On the 11th of November the Armistice was signed, and the War came 
to an end for all practical purposes. Before the first Peace Budget was pre- 
sented in Marcli 1919 there Avere, lioAvever, additional demands for unforeseen 
expenditure in connection with the virulent outbreak of Influenza and the 
intensification of Famine — the most severe since 1900. Tlie sudden cessation of 
hostilities led to a considerable dislocation in the Import and Export trade, affecting 
the Government Revenues under customs as Avell as the direct taxation for 
“ Peace brought catastrophe to those who had been gambling wildly on the conti- 
nuation of War.” The close of hostilities, however, had helped to reduce 
the additional contribution from the anticipated £14.7 million to £12.7 million 
for 1918-19 and £8.7 million for 1919-20 thereafter only non-efiective charges 
being considered. Against this there was a falling of in exchange profits owing 
to the stoppage of the Council sales after the armistice. At one time this source 
Avas estimated to provide for the Avhole of the additional £14.7 million contri- 
bution for 1918-19 ; but in the end the Exchange Profits came to only £4.5 
million. Famine AA^as to cost an extra .£1 million in the shape of the falling off of 
the land Revenue receipts, in addition to £300,000 payable to famine-stricken 
provinces for making up the deficit in their share of the guaranteed minimum 
of Land Revenue. The cessation of the War must, also, see the recomniencemeni; 
. of the arrested jjrogress in projects of the moral and matej'ial development of the 
countr}^, typified in the increased grants for education and sanitation, greater 
exertions for industrial development, larger outlay for RailAA’■a 5 ^s and Irrigation 
Avorks. provision must also be made for the storm that aa'US gathering on the 
North-Western Frontier, and also for the increased pay and alloAvance to the 
British Troops and officers in India. The Revenues had been no doubt increasing, 
and, after the passing away of the dislocation caused by the sudden cessation 
of hostilities the groAvth Ayould no doubt continue. 


*Tlie above figures do pof, include £ 2 uAiUion subscribed for charitable fimds in connection with the Wifr, 
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riie following table shows the Eevenue and Expenditure as Budgetted for 
1919-20. 


Revenue. 


Expenditure. 


Land Revenue . . 

.. 22,653,100 

Direct Demands 

. . 11,293,300 

Opium 

3,056,200 

Interest . . 

7,763,500 

Salt 

3,911,300 

Posts & Telegraphs 

1,580,200 

Stamps . . ' 

6,097,100 

Mint 

281,200 

Excise 

.. 12,133,300 

Civ. Dej)artment 

. . 21,336,100 

Customs . . 

. . 13,352,100 

Misc, Civ. Ch. . . 

6,115,700 

Income Tax 

, . 13,521,500 

Earn. Relf. 

1,502,100 

Other heads 

1,568,900 

Railways.. 

. . 11,168,900 

Interest . . 

.3,637,100 

Irrigatioii 

1,075,100 

Posts & Telegraphs 

5,716,800 

Other P. W. . . 

6,761,100 

Jlint 

1,303,200 

Mil. Services 

. . 12,782,300 

Civil Department 

1,957,500 



Miscellaneous 

2,507,100 

Total 

. . 123,961,000 

Railways net. 

, . 21,372,900 


Irrigation 

5,198,600 

Surplus . . 

868,100 

Other P. AV. 

312,900 


Mil. Receipts, . 

1,587,300 

Total 

.. 124,832,100 

Total 

.. 123,190,800 



Provincial Balances 

1,611,300 




121,832,100 


f 21,832, 100 


On the side of Expenditure, apart from the iUmy, the most notable increase 
was in connection with the capital Expenditure on Eailwaps, The subjoined 
tabic shows the amount allotted for this pmpose during the War, and the amount 
granted in the first peace Budget. 


1919-20 

£. 


1915-16 1916-17 1917-18 1918-19 

£. £. £. 

Open lines and Rolling 

Stock .. .. 3,861,200 1,236,500 1,695,200 1,009,500 17 iqi'qnn 

Lines under Construc- 
tion .. .. .. 62/, 100 246,/00 129,200 375,300 508,100 

Stated previously 

Started now. . .. .. 195,500 801,100 J 8,300 


Total 


1,191,300 1,978,700 2,529,300 1,103,100 


17,700,000' 
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tn 1913-14, tlie largest pre-War grant, the figures ^Tere :£ 10,303,300 for 
open lines, £1,871,500 for lines under construction started in previous years, 
and £131,700 on lines started in 1913-14, the total being £12,306,300. The 
1919-20 total was nearly 45 % more than the largest pre-War grant . The 
large peace grant Avas necessary to make good the War wastage and would 
be unobjectionable if it does not become a standard. 

On the Revenue side tlie most note- worthy chauge.s were : (3) An increase of 
the limit of Incomes exempted from taxation from Rs. 1,000 a year to Rs. 2,000 
a year. This was estimated to cost the Treasury Rs. 75 lakhs; but it relieved 
237,000 petty assessees out of a total of 381,000 people paying the tax or about 
64 p. c. of the total (2) An Excess Profits Tax of 50 p. c. on Profits earned during 
the War. The gross ^neld of this duty was estimated at £7.5 million. But 
it was suggested that Sujjer-tax and Excess Profits Tax should not both be 
assessed on tlie same business, wliile a rebate should be granted on account of the 
Income Tax on the amount of profits paid away as Excess Profits Duty. The 
loss due to these deduction (£1 jnillion + £*450 million) left the net estimated 
yield at £ 6 million. The practical working out of the Excess Profits Tax was 
unavoidably subjected to much criticism, us there was no efficient and reliable 
machinery to prescribe the norm and determine the excess. Besides, the cessa- 
tion of hostilities had brought heaA-y lossc.s to many, who might yet be subjected 
to the tax. The Government met these objections by a number of concessions, 
such as allowing an extension of the yeav to coincide with the official year for the 
purpose of simplicity in assessment, or fixing an average of the preceding j^ears as 
the basis for determining the nonnal Profits. A stronger objection Avas raised 
on the ground that the Tax, by its nature^ Avas a War Tax, liad no justification, 
in practice after the close of the War. But the need aaus imperative, and it is 
difficult to challenge the justice of a proposal Avhich tried to place the burdens on 
the shoulders best able to bear tliem. The War Avas over, but, Avith the slight 
interruption caused by the unexpected end of the struggle, hot the profits due to 
the War. Objection may of com'se be taken to points of detail, such as exempt- 
ing from the operation of the Tax great corporations— like the P. & 0. and the 
B. I. S. N. Companies— Avhich are AA'orking in India, and earning a considerable' 
share of their profits in this country— but are registered and domiciled in England. 
The fact of a double burden of taxation under the confused medley of Income 
Tax Legislation is not sufficient reason for excluding these -A^ery . pOAverful and 
Avealtliy companies from Indian taxation at least on their Indian profits. ■. .But 
apart from this there could not be any serious objectin to the principle, of the Tax. 

In concluding his Budget statement the Einance Minister remarked; ./‘.All 
the lessons ofhistoi'y teach us that, after the feverish activity of ^Xai-Tymc in 
a country which has been assisting .in, tliough not tbe scene of, hostilities, 
reaction incAutably ensues. The prosperity which is based upon the, production 

of the perishable munitions of War stands on foundations of satid, and must 
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soon collapse. The vast destruction of material wealth in the world , however, 
its effects may be disguised during the busy period of reconstruction, must ulti- 
mately bring depression in its train, and the recovery back to normal conditions 
is slow and arduous. Large issues of War Loan mean increased -national expen- 
diture of an unproductive type, and thus entail unprofitable 'taxation. The 
creation of money and credit, especially credit which takes the form of paper 
money, is a pleasant process while it lasts, but carries an inevitable sting; for every 
excess of paper currency has to be liquidated, and the value of money has to be 
reduced into accord with the needs of normal business. High prices, fostered by 
the curtailment of productive output, and not uninfluenced by the expanded 
currency, force up wages ; and when prices fall — again as fall they must — capital 
sufi'ers. Wages have to be reduced and labour complication arise ”. This long 
extract is given to show that the best among the Indian ofilcers are not mere 
jingo enthusiasts to keep up the War fever, but are aware of the extreme gravity 
of the problems of reconstruction. We have dealt with elsewhere the whole 
question of Currency Eeform which bulks so largely in the after War problems 
as here adumberated. We are yet awaiting any definite proposals for reconstruc- 
tion in more substantial directions. 


C. THE SECOND PEACE BUDGET. 

/ 

After more than a 5 ’-ear the second Indian Peace Budget does not show ally 
substantial evidence of the Government of India waiting up to the needs of Re- 
construction. Perhaps there is a justification in the fact that the whole system 
of government in India is in the melting pot, including Finance. We are wait- 
iiig for the constitutional Reforms to get into swing before embarking upon 
ambitious schemes of social regeneration . In that case the second peace Budget 
needs hardly any comments. But for the unfortunate war with Afghanistan and 
the attendant frontier squabbles, the budgeted surplus for 191 9-20 would have 
been realised, as the revised figures of the Revenues on the Imperial side exceed- 
ed the Budget figures, by 6 crores, once again due to cautious financing. But the 
Afghan War caused a deficit of £14,3 million. The Budget for 3920-21 takes the 
Revenues at Rs. 193 , 832 crores, or, at the old conventional rate of Exchange, at 
£129.22 million and the expenditure at Rs. 196.566 crores. Using the Provincial 
balances to the extent of Rs, 5,740 crores we get a surplus of Rs. 3. 006' 
The details are : — 


1920-21 BUDGET ESTIMATES. 


Revenue. 

Rs. 

Expeiidiliire. 

Land Revenue 

35,56,68,000 

Direct Demands 

Opium . . 

4,41,30,000 

Interest 

Salt 

6,73,26,000 

Posts & Tel. 

Stamps 

11,26,12,000 

Mint . . 

Excise . . 

20,31,10,000 

Civ. Dept. Sal. &c. 

Customs 

49 

25,51,45,000 

Misc. Civ. Ch. 


Rs, 

20.39.10.000 

10.61.04.000 

8,51,85,000 

35,08,000 

41.94.45.000 

11.15.08.000 


e 



Revenue 
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Expenditure 



Bs. 


Bs. 

Income' Tax. . . 

16,99,57,000 

Earn. Belf. 

1,50,00,000 

Other heads . : 

7,75,46,000 

Baihvays 

18,11,05,000 

Interest 

4,37,74,000 

Irrigation 

6.50,92,000 

Posts & Telegraphs 

9,26,00,000 

Other P. AY. . . 

13,58,46,000 

Mint 

.. 1,01,93,000 

Military 

57,17,20,000 

Civ. Dept. Keept. 
Miscellaneous . . 

[3,12,85,000 

3,32,28,000 

Deficit in Paper 

Cur. Bes. 7,07,38,000 

Baihvays 

Irrigation 

32,56,03,000 

8,91,78,000 

Total 

.. 1,96,56,62,000 

Other P. AY. . . 

Mil. Beceipts. 
ProAuncial Balances 

55,69,000 

2.14.02.000 

5.74.05.000 

Sur2)lus 

3,00,69,000 

Total 

. 1,99,57,31,000 


1,99,67,31,000 


The iiotcAvortliy feature of tliis Budget, besides tlie lieavy military Expen- 
diture and the grave Exchange situation, Avas that it repealed the Excess 
Profits Duty Act, and dropped the Supertax on the undivided profits of com- 
panies and firms, to be replaced by another Super-tax corresponding to tlic 
Corporation Tax of America. It Avill be assesed at the fiat rate of one anna in 
the rupee on the total profits exceeding Bs. 50,000. Like the old Super- Tax it 
Avill also be in addition to the Income Tax; while the old scale of Befunds is to 
be drop 2 )ed. The Super-tax on individuals remains unchanged. A rigorous 
economist Avould have desired the continuation in some form of this tax on 
the unearned AVar 23rofits, for the 2 )resent is not the most opportune moment for 
surrendering 5 crores of revenue to rich capitalists Avhen our sterling securities 
are de2)reciating by more tlian 50 25* c* of their face value OAA'ing to a pheno- 
menal rise in Exchange, Avhile the pro\*ision of Beserse council of £ 2,0003000 
a Aveck increasing this loss. The propo.sal for an unlimited nqjec Loan is another 
AA^cak 2mint AA'hich must be deplored, since, though meant to 2}lacate the capital- 
ist, it does not meet our short term liabilities noAV maturing, except by post- 
poning the evil day. Increase in taxation Avas incAutable, and, if the present 
factors continue, is only delayed till a more opportune moment. The resolution 
stopping the unpaid portion of the additional Avar contribution Amted on Sep- 
tember 10, 1918, is an act of the merest justice, since both the conditions con- 
templated at the time — ^India being burdened AAuth a Avar of her oAvn, and a heavy 
famine — ^haA^e occured. The appointment, finally, of a Committee of the 
Imperial Council to investigate the possibilities of Imperial Preference, Avill, it is 
to bo hoped, not prove mischieA'ous if it confines itself only to the Statistical 
inquiry as a preliminary step. 



PART VI. 

♦ 

CHAPTER I. 


PROVINCIAL FINANCE. 


Cl. Introduction. 

We have hitherto considered the financial system as a whole — as a single 
.unit administered by the collective central entity known as the Governor- 
General in Council . There is a historical justification for such a treatment of 
our subject, in that what we now understand by a system of financial decen- 
tralisation — what is now considered by the leaders of Indian public opinion as 
the ideal of constitutional progress — the accomplishment of Provincial Autonomy — 
is relatively speaking of very recent origin. There .has, indeed, been some sort 
of decentralisation in financial administration as in other department ; but the 
principles influencing these arrangements are widely different from those which 
governed the schemes of the early authors of such decentralisation. But, 
whatever: may be the value of such a justification from the stand point of history; 
whatever may be the utility of presenting in a connected form the working of 
the entire system as seen from the stand-point of a central government ; whatever 
the future may have in store for the rival principles of Provincial autonomy and 
Imperial absolutism, we cannot, in such a study of the Indian financial system 
as his here attempted, lose sight of the fact that Indian Revenues and 
Expenditure are divided between the Imperial and Provincial Governments, in 
accordance with principles which have been fashioned after fifty years of 
experience. That the student may not find his sense of proportion in the study 
of Indian finance obscured, we have set out a picture of the entire system in 
the preceding sections. That the politician or statesman might not confuse* 
the issues we shall now briefly trace the development of this singular system 
of administrative devolution for purposes of convenience, rather than with 
any great regard to principles of finance, and then offer such criticisms and 
suggestions as, from our own past experience and the experience of other nations 
similarly situated, we find applicable to the case in hand. 

CII. ORIGIN OF FINANCIAL DECENTRALISATION JN INDIA. 

The old Presidencies of the East India Company were all too full of the memo- 
ries of their independent origin and authority to submit, even after the Regulating 
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Act, to tlie grinding autliority of the Central Government- In those days 
the difEculties of coinninnications and the intervention of large tracts of indepen- 
dent territories made the control of the Central Government impossible to exer- 
cise, even when it had the moral support of the Supreme Home authority beliind 
it, even when Parlnnent had recognised the necessity of and conferred the authority 
upon , the Government of India to exercise control over the revenues and expendi- 
tm-e of Provincial Governments.* So long as the means of conmunications remained 
defective ; so long as the Central Government itself had no well conceived 
plan of financial administration, the control required by Parliamentar}’’ enact- 
ment was nominal. In theory all the revenues from all the districts under the 
administration of the Company were collected, by tlieir local officers, on behalf 
of the Government of India ; all the expenditure defrayed in the name of the 
same authority. In practice the Local Governments had pretty fully a free hand, 
not, indeed, as in the glorious old days before Regulating Act, to commence wars 
on their own authority, sign treaties and annex territories, but at least to ministers 
to the needs of their province from the revenues collected by them under the 
formal authority or sanction of the Governor-General in Council, 

But after the Mutin}^, when a special department was created by the Central 
Government for putting its own house in order, the possibilities of tliis centralisation 
began to make themselves 'manifest. Tlje rail-road and the telegraph wire had 
between them put an end to the old time isolation of the provinces, Thc}" came 
into closer contact with the Government of India, and, therefore, more directly 
under its control. The Imperial Government were, after the Mutiny, endeavouring 
their utmost to efi'ect retrenchments in every direction. And the Provincial 
Govermnents, anxious to accomplish ambitious schemes of material improvement 
and administrative reform, found themselves soon- called to halt. “ Tiic 
Supreme Government controlled the smallest details of every branch of the ex|)endi- 
ture ” say the Strachey brothers ; “ its authority was requird for the employ- 
ment of every person paid with ' public money, however small his salary ; and 
its sanction was necessary for the grant of funds even for piu’cly local works of 
improvement, for every local road, for every building however insignificant 
But the Imperial Government were too keenly conscious of their needs to think 
•of relaxing their legal authority, even apart from a not illegitimate suspicion 
that the Provincial Governments were really clamouring for more money only 
to increase their own importance, not because they really needed the funds J 
The Imperial Government did, indeed, gradually realise that for a country . as 

* By the Charter Act of 1833 it was provided tliat •• no Governor shall have the power of creatine any 
new office or granting any new salary, gratuity or allowance, without the previous sanction of the Governor- 
General. " See sections 39 and 59 of 3 & 4 Will IV. C. 85. 

t Op. cn. p. 131. Cp. the following observ.ation of the Decen tralisation Commission (1909 ) para 54. 

Save in respect to local cesses wiiicli were levied in some provinces, principally for roads, schools and 
other items of local expenditure, eacli provincial Government was ab.solutely dependent on sums annually 
assigned to it by the Central Government, for the upkeep of its administrative services.” 

t The much quoted passage from a minute by General Strachev, Secrotarv to the Government of India 
in the Public Works Department, may be quoted liere in illustration and support of the remark in the text- 
. •' The distiibution of the public incomes degenerates into something like a scramble, in which the most 

VI jlent has the advantage, with very little attention to reason ; as loc.al economy leads to no local advantage 
the stimulus to avoid waste is reduced to a minimum ; so, ns no local growth of income liends to an increase 
ol the local means of improvement, the interest in developing the public revenues is also brought down 
to the lowest level.” cp. Stracliey, op, cit- p. 139. • . • 
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iarge as the Continent of Europe \Yitli as man}' diversities of social and economic 
oonditious, a single system administered from one centre is bound to be occasion- 
ally insupportable by the inequahties it involved. They also felt tlie one justifi- 
cation that the local Governments had in making clamourous demands upon 
the Government of India their ignorance of the demands upon the purse of 
the latter. They often made allowance for a sense of irritation which the provincial 
Satraps may have felt at what they considered an unwarrantable interference 
of the Imperial Government into the most trivial details of every day adminis- 
tration. Erom 1860 onwards tlie Imperial Govermnent also appear to be realising 
their own inability at once to control and yet to carry on woiks of material 
benefit as vigorously as the Provincial Govcrjunents rightly desired On 
the other hand they perceived with regret that the officers of the Provincial 
Government, who were necessarily the men to collect and spend the revenues, 
did not do all thej* might have done in the waj- of diligence or economy: and their 
masters, the provined governors, had no incentive to enforce economy or di- 
ligence upon these officers. Frequent conflicts arose between the Imperial and 
the Provincial Govermnents in which the latter were aggressive exactly in pro 
portion as the former were wrong* It was clear such a state of things could not 
long continue. The Provincial Governments could not undertake any sclieme 
of improvement in their goverumouts without fear ofxmdue interference from the 
central Government ; and these in their turn could not budget with any feeling 
of S3'mpathy or harmony or certaint}* in view of the unceasing remonstrances 
from provincial Governments. As early as I860 General Dickens had suggested 
a scheme of Reform with a view to provincialise finance. The Finance Minister 
Sir. Laing himself made references in his Budget speecli to the need for such a 
reform! His successor Masse}’ cordially supported the suggestions of Sir E. 
Stracliey in the same direction, though the time does not seem to have beeji ripe 
until the administration of Lord Mayo to carry' out the reform. 


cm. LORD MAYO’S SCHEMES OF PROVINCIAL FINANCE. 


Convinced that without an ample measure of liberty and resources the Local 
Governments could be expected neither to economise nor to undertake with 
enthusiasm works of local improvement; satisfied that the Government of 
India was incompetent to judge of local requirements and yet bound to interfere 


• Lord Curzon observed iu one of his valedictory speeclies: " In old volumes of our proceedings, which 
it has been ray duty to study at midnight hours, I have some times come across peppery letters or iudig-. 
nant remonstr.ances, and liave seen the spectacle of infiu-iated pro consuls strutting up and down tlie stage'. . 
....lam not one of tliose who hold the view tliat local Government arc hampered in their administration 

by excessive centralisation, or tliat any great measures of devolution would oroduce better results 

I believe in a strong Government of India gathering into its own hand and controlling all the reins. But I 
would ride local Governments on the suatTle, and not on the eiub, and 1 would do all in our power to consult 
their feelings, to enhance their dignity, and to .stinmbte their sense of responsibility and jiower. 

t The I'inanco Minister Luing—observed in Ids, Budget speech of 1SG2-C:5 : ‘ If this great empire is 
ever to have the roads, the schools, the local police, and other instnnuenf s of civilisation which a nourishing 
country ouglit to possess, it is simply impos-siblethiit an Imperial Government can llud cither the monev 
or the management. . ..It is of the first importance to break through the habir. of keeping everv thing in 
dependence on' Calcutta, and to teach people not to look to Government for things which they 'can do far 

better for the mselves It is most desirable to brerk tlirough. the system of barren unifornity and 

pedantic centralisation, wliieh has tended in times past to reduce all India to dependence on the bureaus of 
Calcutta, and to give to local Governments tlie power and the a-es ponsibilityof managing their own 
afl'aits.” 
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ill local affairs so long as it alone ivas responsible for tlie finances of the entire 
country; impressed with the belief that unseemly squabbles in the conduct of the 
Government would be as unavoidable as they were undignified. Lord Mayo, 
in his resolution dated 14- December 1870, proceeded to define the principles of 
a scheme of financial decentralisation. The need for maintaining a strong Central 
Government was recognised by Lord Mayo and his colleagues to be too elementary 
and imperative to admit of discussion. The scheme of decentralisation they 
sought to formulate was, therefore, one purely of administrative convenience, 
and not on any admission of the principle of federalism in the governance of India. 
It was found to be more convenient to entrust to the Local Government branches 
of administration which were obviousty suited to local handling . For a lump 

Jails Printing siuu grant of £ 1,688,711 a vear handed over 

Registration Roads . i i r 

Police . Civ. Buildings. to the Provinces, tlie marginally noted heads or 

Education miscellaneous . . . 

Medical. Public iraprvoment services were made over to the Provincial Govern- 
ment. This grant was less by £3-30,801 than that assigned to the provinces 

for the saihe services in 1870, the grant being calculated on the basis 
of average expenditure of the several provinces in the preceding five years. 
It was distributed as noted in the margin among the' various province.s, again 
on the basis of the requirements of each province as shown by the accounts of 


Oudii .. 
Gen. Pxov. 
Burma. . 
Bengal. . 

IT. W. Prov. 
Punjab 
Madras 
Bombay 

Total 


£. 

206,048 

201,203 

275,332 

1,108,592 

040,792 

570,221 

739,488 

880,075 


the Government of India, after certain adjustments had been made. -The Pro- 
vincial Governments were given the departmental 

receipts from these sources, but if the grant did not 
suffice they must de]iend on their own resources. * 
While refusing to increase these grants, the Imperial 
4 , 688,711 Government undertook not to diminish them except 
in some extraordinary emergency, and even then not without previous consulta- 
tion with the Governments affected. The Local Governments, moreover, were 

e 

given, what perhajis they most appreciated, a free hand to make their own appro- 
priation for the several heads udthin the limit of their assignments. The 
various items disappeared from the Imperial Accounts, their place being taken 
by the single item of “ Provincial services. If a local Government could 
not within a year exhaust its assignments, the amount would not lapse but 
be carried forward as a balance to its credit. The Provincial Governments were 
enjoined to adopt the Budgetary procedure on the lines of the Imperial Govern- 
ment in respect of the Services assigned to them. 


The creation of Provincial Services did not, however, deprive the Govern, 
ment of India of its general right of supervision and control. The Kesolution 


* Lord Mayo in bis speecli before the Legislative Council, on Marcli 18, 1871, observ'ed: “ It is impos- 
sible to prophesy or say at present what can be done in the far future ; but I would bo misleading the 
Local Governments if I were not to say that it is our opinion tliat these sums are now fixed at an amount which 
cannot be excceeded for at least a number of years The resolution, however, adds a footnote toparalJ,- 
•saying, “ It will be found wlien the accounts of the year 1870-71 are made up, that the actual expenditure dur- 
ing that year for the official postage of the services affected exceeds the amount of the grants for that pur- 
pose, than the several a.ssiguments will he, once for all, increased by the difference.” 
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Tinder Review carefully lays down tlie conditions of this scheme of tentative devolu- 
tion. Without the previous sanction of the Government of India 

(1) No Local Government could create any new post mth a salaiy of over 
Rs. 250 a month, nor add to the salaries and allowances of any existing 
post a like amount; 

(2) No new Class or Grade of officers could he created or ablolished, or its 
pay raised. 

(3) The pay and allowances of an officer doing duty in a province, but paid 
by the Imperial Government, cannot be increased by the Local Governments 
over the scale sanctionedby the Supreme Government. 

(4) No moneys could be removed from the Public Treasuries for invest- 
ment ; and ^ 

(5) No services rendered to other departments at the cost of departments 
now made over to the Local Governments can be diminislied. 

From these changes Lord Mayo and his Government expected to obtain 
the much needed relief for the Imperial Exchequer without in any way weak- 
ening the authority of the Supreme Government. The Viceroy also hoped that 
there would be no feeling of a separation of interests but rather one of greater 
liarniony . owing to an increase in independence and responsibility of the Local 
Governments. 

CIV. THE EXTENSION OF THE SYSTEM BY STRACHEY UNDER 

LORD LYTTON. 

The plan worked out by Lord Mayo suffered from several weaknesses. The 
assignments made to the various provinces were each on the basis of the actual 
expenditure of every province under a given head. This assumed that the actual 
expenditure represented the real needs of the Province, though the Provincial 
Governments had all along protested against their local projects being handi- 
capped for Imperial considerations. The scheme of Lord Mayo ignored altoge- 
ther the indisputable fact that there were gross inequalities as between the pro- 
vinces in the matter of grants and burdens, and that a system which tended to 
perpetuate these inequalities cannot prove uniformly acceptable. In defence, 
it could only be lu'ged that if the Government of India had started to find out a 
really equitable basis of distribution, it would never have been able tj evolve any 
scheme of decentralisation. The status quo of each province was the only avail- 
able basis to adopt, leaving the undoubted inequalities to be removed by a 
readjustment of local burdens in the future. Another criticism that might 
well be urged against the scheme is that it gave no interest to Local Governments 
for exercising diligence in revenue collections. It was notorious that considerable 
leakage took place in such important heads of revenue as Stamps or Excise or 



392 

Ciistomsi. The provincial Governments, not interested in revenues, did not 
percieve the loss to the Treasury through such leakage. The scheme had, ]io 
doubt, accomplished the main objects of its authors ; there was greater harmony 
between the Imperial and Provincial GovernmentiS and the Local Governments, 
had been enabled to commence several schemes of local improvement. The 
great aim of economy also was accomplislied in that the process of continuous 
growth was arrested, while the expenditui’e was directed to more useful channels * 
But the central defect noted above made the system shorn of many other ad- 
vantages that might reasonably be expected in the shape of improvement of 
revenues and the consequent avoidance of unnecessary taxation which would 
otherwise have been necessary. 

Becognising these defects the next step forward was taken in 1877 under 
Lord Lytton, when all the remaining services, except those directly adminis- 
tered by the Imperial Government were made over to the Provincial Governments 
along with their connected receipts. Previously the income of the Local 
Government was derived from a grant or Assignment, wliich, though not obsolutelj^ 
fixed, was incapable of appreciable expansion. The new services transferred 
in 1877 were those of Land Bevenue, Excise, Stampsj Law and Justice, General 
Administration, Stationery an’d Printing. Eor their administration no lump-sum 
grant was made but a sliare in some specified lieads of rev.enue, which, mthout 
local diligence suffei’ed grievously from evasions. Tire principal lieads of reve- 
nue thus shared were ; Excise, Stamps, Law,and Justice and some other items 
varying from province to province. The License Tax and some Bailways 
were also jnade over. The arrangement was that the revenue from these sources 
were to be taken by the Provincial Governments; but if they showed any surplus 
over the estimated figure from these heads in each of the Provinces, the Imperial 
Government should be given one-half, while in case of deficit the same authority 
should be made to bear an equal proportion. This did not give any power of 
fresh taxation to the Local Governmentsf nor change any of the conditions of 
general supervision and control laid down in Lord Mayo’s Besolution.J In 
ca]-rying out these changes, since the arrangement with each province was dif- 
ferent, the system of making separate contracts was for the first time adopted, 
and that the contracts may not stereotj'pe what might prove to be an unfair 
arrangement, they were concluded for 5 3 ’-ears only in the first instance. § 

Between 1863-4 and 1808-9 the chaiges for these eerviccs had grown from £ 5.112,000 to £ 6,030,000 
or about £ 20p,000 a year. In 1870-71 Lord llayo's Government reduced these charges to £ 6,197,000. 
In 1876-77 the expenditure on all tlie assigned services showed practically no change Irom 1870-71, thus 
sliowiu" that aneftective stop had been put to the yearly increment. “When the ligures were examined 
In dctiiOs, they were still more satisfactory, for they showed tliat there had been a reduction of expenditure 
on nearly all hauas excepting “ Education” and “ Medical". Strnchey, op. cit. p. 142. 

t “What we have to do is not to give to the Jjocal Governments fresh powers of taxations hut, on the 
contrary do all that we can to render fresh taxation unnecessary, and to give to these governments direct 
inducements to improve tliose sources of existing revenues whicli depend for their productiveness on good 
administration” Einandal Statement, 1877-8 Sir. J. Straclicy . 

i “The Governor-General in Council will not relinquish his general powers of supervisou and control, 
but his excellency will, as far as possible avoid interference with the details of the adminstration of the 
transferred revenues and services, and any embariassment of provincial finance”. 

S In the Settlement or contract, made with _ Assam and Burma in 1879 all the rcA'euue and Ex- 
wenditure which could possibly he ti rated provindally were made over to the Provinces and for tJie balance 
■1 fixed share of the Land Bevemic, Eorosts and other items was entrusted to the Provinces. Tlie M.adras- 
Government did not come witiuu the arrangements made in 1877-8. 

See Strachey cit. p. 143. 
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CJuder these arraiigenients the total Provincial Revenues amounted in 1880-81 
to £10,000,000 in addition to a lump sum grant from the Imperial Government 
of £4,260,000 not counting the strictlj'’ local Income of £3,000,000*. With„ 
• out taking into account the last item, the Provincial Governments obtained 
control over more than 20 % of the total Revenues of India, and most of the ordi 
nary services. Within limits tliey were independent of the Imperial Govern- 
ment and free to expand as they chose. 


CV. improvements by baring and RIPON. 

« 'The settlements made b}" Lord Lytton and Sir J. Straohey had made dif- 
ferent proAUsions with different provinces mainly because the settlements had been 
concluded at different dates. In view of the diffei’ences in the financial position 
of tlie diflferent proAUnces too great an insistence on uiaiforinity Avould have con- 
tradicted the fundemental i)rinciplc of the policy. Still there Avas room for a 
greater co-ordination, if for nothing else for the sake of avoiding a needless show 
of discrimination. As the experience of the new arrangements began to 
accumulate, it became manifest that the .share reserved for the Imperial GoA'Ci'n- 
ment AA-as not, in eA’^ery case, all that it might ha\m been, Avhile the interest accorded 
to the Local Governments in the great branches of re\'enues, liJce the Land Revenue 
or Forests, Avas not substantial enough. If he had had time to reAUse 
the Settlements, Strachey himself intended to make the modifications on the 
lines suggested above. As it Avas, the changes Avere carried out by Major 
Baring under Lord Ripon, than whom India has not yet had a Viceroy more 
genuinely interested in the progress of local institutions. | The quinquennial 
settlements made in 1882 abolished the corner stone of Lord Mayo’s original 
scheme — a fixed lump sum grant to the ProAunces — and instead made OA’^er all the 
revenues derived from .specified sources like CiAul Departmental Receipts or the 
income from ciAul buildings. As regards the other heads, Avhich had preAuousljr 
been transfei'red . Forests and Registration Avere divided betAveen the 
tA' 0 gOA’-ernments, for the most part in equal proportions. The balance, still 
lemaining unfavourable to the ProAdnce.s, Avas made good, not by a lump sum as 


* AVhat Strachey couteinplated by way of revision liaa been thus described by himself . 

“The revenues and charges arising from Tributes, Salt, Opium, Allowances and assignments, the 
administration of the post otiice and telegraphs, the Political Department, the East Indian Kailway, the 
Guaranteed Hallway Companies, and all Items recorded only, in the accoimts of the central Governments, 
would have remainded wholly imperial- The revenues from Forests Excise and Assesed Taxes, Stamp and 
Ilegistration, and the import duties on liquors, would have been shared equally between the local and central 
Governments. Each local Government would have received a fixed proportion of the net land Itevenue 
to make good the difference betAveen its assigned revenues and expenditure-’’ Op. dt- p. 14G. 

t Said Major Baring apropos of these changes:— 

“One result of the ProA’incial arrangements concluded in 1882 was that of the four peculiar dangers 
to which the finances of three India Avere exposed viz. AA'ar, a dimunition of the Opium Itevenue, fall of Ex- 
change and Ea mine, the first three had to be met by the GoA'crnmcnt of India, and only the fourth 
was felt by the Local Governments.’’ 
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'before,, but by a fixed sbarc of the land Revenue. The general result of tliesc 

Settlements of 1882 was that the revenues 

1. Wholly piovinciai hcada. . i.oooVoou of the Provincial Governments Avcre for the 

2. Revenue from Divided - ^ , -it 

heads 8,000000 next five years made ui) ot the marginally 

a. A varying pi oportion from • , ■, 

certain heads .. .. 23,000,000 noted sources. With regard to the extra- 

1 . A nominal proportion • 

from others .. 7,000,000 ordinary charge of wars and Famine Relief 

Total .. 42.000.000 f]m|, jjq demand was to be 

made on provincial Governments except in case of a disaster so abnormal 
as to exhaust all the reserves of the Supreme Government, and to necessitate the 
.suspension of the entire machinery of improvement throughout the empire. In 
the Afghan War demands had been made upon Provincial resources which liad 
left them entirely inadequate for ordinary administration. It was to guard against 
.‘^uch unusual demands which, when made, would upset all calculations made by* 
the Provincial G over junents for tlicir iirogrammc of imjn'ovcmcnts, that a definit<^ 
jfiedge was given. In the case of Famine also the Imperial Government undertook 
to come to the rescue of Provincial finance, as soon as it was evident that the 
famine was severe, and that it would cinbaira.ss the resources of the Provincial 
Government.'!, without regard to the actual amount .spent. Re.side.s. as in the Im- 
perial Budget provi.sion was made every year of a million sterling for relief of famine, 
it was not incumbent on the provincial Governments to accumulate any .special 
reserve on that, account. The Provincial Governments tlius obtained a much 
greater mea.suro of idopondcnce than had ever been the case before. * 

cvi. OTHER CHANGES AND THE FINANCIAL COMMITTEE OF 1887. 

The working of the contracts made in 1882 di.sclosed certain points of weak- 
ne.ss Avhich were attempted to be modified in the 20 years that followed in one way 
or another. From 1881 to 1881 tlic Local Government had abundance of funds 
as much because of the great jjrosjicrity in the general finances, as from the accu- 
mulated balances to their ci-edit. During the Afghan IVar the Imperial Govern- 
ment had been obliged to enjoin restrictions in provincial expenditure and to 
demand a contribution of .£670,000 from the Provincial Governments . This 
was now returned and the restriction.s were removed. Tlie heavy expenditure of 
the three following years displayed a certain amount of wasteful enterprise which 
the Imperial government wanted to check. If in the new contracts to be made in 
1887 the x^rovincial revenues didnotkeej) up to the scale of these three years ex- 
penditure, it would immlve a most unde.sirable element of fluctuations. Hence 
from Ajjril 1st. 188-1, it was rccjuired of every provincial Government that it 
maintain with the Iin23erial Government a 2 >rescribed minimum balance as shown 
in the Budget e.stimalo ; and under Jio circumstances was this balance to be 
allowed to fall below the minimum. In 1887 when the contracts of 1882 came to 
an end the Government of India ap^iointed a Financial Committee to consider 
the possibilities of retrciichinent in view of the heavy fall in Exchange combined 
with an incroa.se of Die Army by 30.000 troop.s. The result of the revision of 
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tlie provincial contracts was a transfer of Bs. '6*1 laklis from the increased receipt 
in the Provincial heads of revenue to the Imperial Government. Even if wo make 
an allowance for the slight increase in Provincial grants, the net gain from revision 
of the contracts to the Imperial Government was Bs. 55 lakhs . The same operation 
was repeated for the same reasons in 1891-2 noth a gain to the Imperial Govermnent 
of Es. 46*63 lakhs. The accumulated balances of the Provincial Government 
were taken U]) by the impoverished Imperial Government in 1887 and again in 
1890, thougli in the following year the Loan ’’ was refimded.'^* 

The Committee of 1887 had, however, suggested radical modifications of the 
wliole system of Provincial settlements. In a note submitted by 4 members of 
the committee *[• they recommended : — 

Besides removing the perennial cau.se of irritation against the high handed 
manner in which the Imperial Government resumed the balances of the Provincial 
Governments, it would secure to the Local Governments half the normal growth 
of their provincial revenues, thereby enabling them to keep up a continuous 
policy of internal improvements. While unable to secure complete equality of 
burdens of the Inqjerial Expenditure as between the varioiis provinces, these 
suggestions yet secm'ed to those provinces, which contribute less than half their 
revenue to the Imperial exchequer, an exemption from the liability to meet imperial 
demands, if need be by reducing their own expenditmo with a view only to 
afford relief to those .who contribute more than half. If the Committee’s re- 
commendations had been carried out the then existing level of local expenditure 
would have been loft untouched. On the other hand the effect of paying half 
the increase would tend in course of time to equalise the burdens. But the 
greatest advantage of the proposals lay in this .* that while it made ample provision 
for the needs of the Imperial Government, it imposed some sort of check irpon its 
spending propensities. Besides leaving to that Government the entire growth 
in its own sources of revenue, it gave half of the increment in the Provincial sources 
and a power to demand further contributions if needed. The scheme was based 
on the hope that in normal times more than half of provincial revenues would 
not be applied to non-provincial purpo.ses. 

These recommendations the Government of India did not accept on the ground 
of increased military needs and Exchange troubles preventing any surrender on 
their part of a possible accretion to their resources. In 1897 was made the last 

• Tlic balance resumed represented 25 on the Increased revenue, that accrued to the Provinces durinn 
the currency of tbe arrangement which expired in 1891-2. The Local Government necessarily protested 
against such resumptions of the balances they built up by suffering privations themselves. The followlnK 
extract from the spoccli of tlie Lieutenant governor of licngal in tlie supreme Legislative council represents 
clearly the local view on the matter. " I must say I deprecate the way in irtiich these quinquennial 
revisions have too frequently been carried out . The provincial sheep is summarily on its back , close 
clipped and shorn of its wool, and turned out to slilver still its fleec grown again. The normal history of a 
Provincial contract is this — two years of screwing and saving and postponement of works, two years of 
thrown resumed energy on a normal scale, and one year of dissipation of balances in the fear that if not 
spent they will be annexed by the Supremo Government directly or indirectly, at the time of the 
revison. ‘‘Budget Discussion 1890*07. 

In 1894-6 the same curse of resumption of Provincial balances was followed in the next year by 
refund 

t These wore: Sir Charles Elliot, President Sir Wm, Hunter. IMr. .Justice Cunninglmm and Mr, 
Justice Ranade. 
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quinqiiomiial re^■i&ioll under tlie old priiici])]es. An estimate was made of the 
expenditiu'c in each province on all the services vdth which the Provincial Govern- 
ment was charged ; an adequate proportion of tlie Provincial revenues was set 
aside for that purpose. The Provincial Governments, general!}' speaking, retained 
the whole of the Eeceipts from Provincial Kates, Courts of Law, Jails, Police, 
Education, Medical and Jjocal Jlarine Services. Pension contributions and minor 
irrigation works, certain State Eailways and major Irrigation works, Buildings 
and Eoads. Stationery &c.:.lofthe stamps Kevenue : I of the Assessed Taxe.s, 
Forests and Eegtstration receipts: ] of Excise; and | (generally) of the Land Eevenue. 
Out of this they had to meet the expenditure on most of these heads, and 
a share of the cost of collection corresponding to the proportion tliey received, 
except in the case of Land Eevenue of which the whole cost of collection was 
borne by the Provinces, except in Bengal. Within the limits of their resources 
the Provinces were also made re.sponsible for Famine Eelief, some Political charges 
and miscellaneous expenditure. The total Eevenues assigned to them Avas in 
1901-2 £16.746 million or Es. 25.12 crores, Avhile the total collctions in AAhich 
they AA^ere at all interested amounted to £36.811,000 or Es. 46 , 33 crores, nearly 
50 p. c. of the gross revenues of India. 

eVIL THIRTY YEARS OF PROVINCIAL FINANCE. 

We have iioav briefly revicAved the gradual evolul ion of a system of Financial 
decentralisation, AA'hich, Avithout being based on any considered principle ^ of 
division or coordination, had ncA’^ertheless, in thirty years, effected considerable 
economies. During this period the principles AA'hich originated the system — the 
need for administrathm convenience— remained substantially the governing 
idea of the Avhole arrangement. Tlie revision .of contracts, the resumption of 
increments in revenues by the Imperial Government irrespective of the needs of 
the Provincial Governments ; the demand for .special contributions Avere all indi- 
cations of the old idea of unchallenged absolutism of the Central Government. 
Strachey had observed in one of his financial .statements that the one thing necessary 
for India ^yas a strong Central Government; and it is but to be expected that 
such a person encouraging the system of Local Finance AA'Ould naturally do so onl}' 
because he considers it an excellent means of adding to the .strength and impor- 
tance of the Supreme Government by freeing it from unseemly braAAds. The 
very tests by Avhich the success of the system AA'as j udged AA^ere unavoidably coloured 
Avith the taint of the original principles. - Thus it Avas observed again and again 
that the sy.stem had helped to economise by keeping doAvn expenditure. Once 
you accept the principle that saving in provincial expenditime Avas a good test of 
of the success of Provincial finance, there could be no logical gvound to quarrel with 
the resumption of unspent surpluses and obvious increments by the Imperial Govern- 
ment Avhose needs AA^ere unquestionably to do}ninate the situation. In that 
view of the scheme of Provincial Finance the fact that the bulk of the heads or 
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mteninl ExpeiicHiuro luul been made over to ilielmeal Govermneiits, and 
that any saving in them could be f)nly purcliased at tlic cost of effi- 
ciency in internal administration would have no influence on the situation. 

J he Iinperiai Government liad delegated these functions to the Local 
(lovcrnments. not so much because they admitted the superiority of the 
local authorities in administration, but rat Ian- because they felt their inability to 
efl'cet the desired economies themselves. 'I’hose, therefore, who advocated greater 
independence for the provincial Government.s and wider margin of discretion in 
outlay were arguing on an assumptiojj which the Government of India did not 
admit to be the basic consideration in the arrangement. Hence the further 
contention about the distribution of the Imperial burdens oii the various provinces 
beijig without any intelligible priiiciplc of ability, population or resources of the 
Provinces, was based on a view of the ease not permitted by the authorities, how- 
ever .sovtnd it may .seem in theory.” 'J’here really cotild be no other test than 
economy, because there was no basis but convcnioicc of the Sui^reme Government. 
The Provincial Governments, therefore, necc.ssarily got the worst in every reshuf- 
fling of the cards, lu'causc from the outset tliey were debarred from having any 
tmnip.s. Claims on account of War, of Opium, of Exchange were all reserved for 
the Imperial Government who could, ilicrcfore, cajole or coerce at its wdll. 
As the sy.stem was never meant to constrain the Imperial Government, it w^as 
idle to complain that while Provincial Expenditure — which, in proportion as it in- 
creased, would have ])cnefitcd the country, wa.s rigorously kept down, the Imperial 
expenditure went on increasing unchecked in fearful proportions. In the eighties 
the Government of the United Provinces tried witli success the e.xperiment of 
pledging its own credit for a guarantee to locally subscribed capital for tlie cons- 
truction of a local Ilailway of n proini.sing character. As the venture proved a 
.success the Central Government felt it to be a menace to its own unchallenged 
position. The Secretary of State was. tliercforc, at once made to declare that all 
borrow! ug.-^. however and by whom-soever carried out, must l)e made over to the 
CVmtral Government to be by them distributed as seemed best to them.f 


CVIII. THE QUASUPERMANENT SETTLEAIENTS. 1904. 

So long as the Govcrnincnt of India was beset witli the bogey of e.vchange and 
the nightmare of Eamine, it was impo.ssible to make it perceive tlio true principles 


‘III Ills o\i<I(;iUT before the Wflbj Cominl'isloii the late .Mr. Goklmle ^i^'OloUiily criticised the system 
111 rrovincial J'innmc ns it was in tlie cloUng year' of tlie last lenlury. He pivc-s two tables from tlie calcula- 
tions made bv Sir, . 1 . M'c't land to «iiow liow dl'i»ro|mrtioii.ilc was tlie burden on tlic dllferent provinces. 

Tlie iH-rc'cntaKe of Kevenue surrendered liy Tlie contribution ot caeli provinces jier lOO ot 

each J*ro^incc to tin- biiprcmc (;o^(•^llll<•nl Iiopnlatlon. 


India Ifl-triits .. 

Central ]’ro\ lines 

ilurina 

Assam • 

Jlenual 

.X. W. rio\ lines 

runjab . . 

Madras . . 

Jiombay . . . . , • 

" Tlu'se llumes lie sn> 


GI';,, 

US”„ 

70% 

15% 

52% 

10% 


Centr.il Provinces 
Uurmali 
.Vssam 
JSeiis.ii 

X. W. Provliiei 
I'liMjab 
-Madras 
Jiombay 


Jts. 

710 

.3,120 

!)70 

1,070 

1,770 

820 

1,230 

1,350 


aic siillleient to siiow tlic totally aibitary cliaiacter of the present contracts 


The fact is tliat tlicse Inwiualifies are a lefiaey of tlic Prcdccentrnllsation days when tlio expenditure ol 

dilTerent proviuccH was detcriiuiied not by, tlie resources or ot those provinces, but by the 

•ifllintiontlinttliBlr Kovenimunts succeeded in so- hoiu tlie central Governments,’ 


aflentiontlmttlielr Kov 

^ Cp. Stracliey, Op. CH- p. lol ct. seg 
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that ought to regulate Provincial Pinance. It was in vain to urge on them that the 
constant dread of Pevision was needlessly interfering with continuity of policy 
in projects of Pro^dncial development. They only .saw that the provinces 
could build up respectable EeserveSj which they were, towards the end of the 
contract, in a hurry to spend. Aiid, since they often found good reason to consider 
the hastj^ expenditure of some provinces as a needless piece of extravagancej 
they felt themselves justified in taking up tlie surplus for their own pressing need.s, 
rather than .suffer it to be wasted. They could not sec that their own revisions 
were to blame in stimulating Provincial extravagance ; for the provinces could 
not frame any schemes unless they were certain of the Wa)’s and Means and they 
must be allowed time to prepare and mature their j)lans before commencing 
operations. But that those plans ma)" not be extravagant, and those operations 
may not be hurried the provincial Governments mu.st be assured that their balances 
will not be encroached ui^on, nor their a.ssignmcnts curtailed merely because 
off the .size of their balances. 


When, however, the Exchange trouble was over and Famine Belief more under 
control, the Government ol India were in a better frame of mind to consider the 
claims of the Provinces. They were not, indeed, going to surrender their right 
to revise the contract, or resume the sm-plus if their own abnormal needs demanded 
such a course*. But within that limitation they were willing to grant a reason- 
able continuity in policy and resources to the Provincial Governments. “The . 
principles guiding the new settlement were : (1) The Local Governments must 
be given a more permanent interest in their revenues and expenditure. (2) The 
assignments to them Avill include a sligh% smaller share of growing revenues, 
(3) The share of revenues assigned to each province separately and to all provinces 
collectively should bear approximately the same ratio to the provincial expendi- 
tm’e as the Imperial share of growing revenues bears to the Imperial expenditure f 
With some small exceptions the heads of revenue, which were wholly Imperial, 
wholly provincial, or divided, were left in the same stage ; but the share given 
to provinces was altered in conformity ivith the principle stated above J. As 
the aggregate provincial expenditme was found to be rather less than ^ of the 
total, and the aggregate Imperial Expenditure |, these xjroportions were taken as 
the basis for the division between the Provincial and Imperial shares of revenues. 
This change must take into account (a) the need of backward pro^^nces, (6) 


* Announcing the change in principles and arrangements in the rinnnclal Statement of 1904-5, the 
Fivance Minister observed: 

“ It is evident that the Imperial Government cannot undertake any absolute obligation to maintain 
at all times a definite proportion between the share of increase of revenues, assigned to provincial adminis- 
trations, and that wliich it is necessary to retain to meet the grow th of Imperial expenditme, and it must 
always reserve the right to make a special temporarj', or more permanent reductions from provincial revenues, 
if the exigencies of State should require such measures. It must also be borne in mind in apportioning shares 
of revenues to different provinces, that a larger proportionate assignment is required in the more backward 
provinces than in those which are older established or more highly developed.” Para 89. 

It must be observed that these two principles are somewhat incongruous. The clinging to the absolute 
preference to Imperial needs is a survival of the past, linked to the more intelligent principle of the needs 
of a province in the future. 

t See para 211 of the explanatary Memorandum to the Pinanclal Statement of 190 i-5. 

j The heads of Kevenue and the corresponding Expendituie were to be shared — 

(1) In Bengal United Provinces Bombay and Madras ? Imperial and one-fourth Provincial- 

(2) In the Punjab and Burma 2 Imperial and g Provincial. 

(3) In the Central Provinces and Assam half to half. 

Para 212 Ibid. 
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tlie projects of special reform suggested by the Supreme Government, and 
(c) the yield of heads of revenue which were wholly Imperial or wholly Pro\dncial. 


These changes in principle were first applied in 1904:. The old contracts ol 
1897 would have normally terminated in 1902, but they were specially prolonged 
to allow of these changes being made. The net result of the changes was that in 
the four provinces with wliich the new' settlements were made the Imperial con- 
tribution to the Provincial rcveimes was increased by lls. 23,89,000 per annum* 
Knally, in order that the Local Governments may start the new settlements 
under favourable conditions, the Governments of India sanctioned the following 
initial grants, Bengal and IMadvas Es. 50 lakhs each, United Provinces 30 
lakhs, and Assam 20 lakhs. f 


The general principles of these arrangementb were summed up by the Financial 
Secretary before the Ror'al Commission on Decentralisation as follows ; — 

(1) The Government of India retains certain administrative services, which 
it is inexpedient to hand over to provincial Governments. They, therefore, 
reserve the revenue from tliese sources, and such a share of the other public 
revenues as would suffice for the expenditure falling on them. 

(2) The remaining administrative services being entrusted to Provincial 
Governments each of them receives an assured income independent of the needs 
of the Government of India, and sufficient for the normal expenditure of the 
province. 

(3) This Income is given in the form of a defined share of the revenue which 
the local Government collects, in order that the Local Government’s resources 
may expand along Avith its needs. 


(4) As far as possible the same share of the chief soui'ces of revenue is uven 
to each province to ensure a resonable equality in treatment. 


The detaUs aic : — 

Bengal l’ro^ incial assiguniciit lesb bj 
Madras „ » inoic 

United Provinces 
As«ani I, i> ft 


in. 

o, 00,00(1 

10.56.000 

8.25.000 

1.08.000 



Total 

. . 

2 

3 80 000 

1 addition to tlie^e giants .‘-pecial giants of Es. 1,02,05,000 weie 
follows : 

fcanctioned for 

1903-4 and di^tn 

Province. - 

Giant for 

Distiict 

Suecial 

Siiecial 

public 


Education. 

JiscAblisIiinent purpose 
1903*4 3904-5 

objects 

1904-5 


Pv*.. 

its. 

Ks. 

its. 

Cential ProA ince^- 

2,00.000 

1-90.000 

3.00.000 

1,50,000 

Burma . . 

1,00,000 


. . • . 

3,00,000 

Assam . . . . . . 

. . 1.00.000 

1,11,000 

• • • • 

1.50,000 

Bengal . . 

10,00,000 

. • . . 

50,00,000 

5,00,000 

U. P 

5,00,000 

2.20,000 

3,00,000 

3.00,000 

Punjab 

1,00,000 

1,36,000 

20,50,000 

2,00,000 

Madras . . 

8,00,000 

3,50,000 

• • • • 

3,00,000 

Bonibav , . 

. . 6,00.000 

3,50,000 

10,52,000 

3,00.000 

Total 

0.00 OQO 

1.3,63,000 

87,02,000 

22,00,000 



Under these arrangenieiits the Government of India received the whole of the 
Tlevenue from Opium, Salt, Customs, Mint, Eailways, Posts and Telegraphs 
and Tributes from Native States, while Eegistratio]i fees and Departmental 
receipts from Police, Education, Law and Justice belonged exclusively to the 
Provincial Governments. Land Eevenue, Excise Stamps, Income Tax and Eorosts 
were divided between the two in stated proportions generally equal, as also the 
receipts from the larger Irrigation Works*. Minor Irrigation receipts were almost 
wholly Provincial as also those from civil buildings. The divided heads supplied 

the bulk of the Provincial revenues. 


As regards expenditure, Imperial revenues were made wholly responsible for 
those items of expenditure Avhich rvere in connection with the sources of revenue- 
reserved for the Imperial Governments, and Provincial revenues were re.sponsi- 
ble for expenditure incurred within the Provijice in connection Avith Land 
Eevenue, including District administration, Eegistration, Law and Justice. Police 
and Jails, Education and Medical, Stationery and Printing, and Provincial 
Civil Works. Charges in connection Avith Stamps, Excise, Income Tax and Forests 
Avere equally divided, while the proportion of Irrigation charges borne by each 
Avas determined by the Eevenues. Scientific and minor departments administered 
by the Provinces Avere charged to the Provinces, as also the Native States under 
their control. Ecclesiastical charges and the buUc of the I’olitical Expenditure 
Avere shouldered by the Imperial Government . As tliesc charges of the Provincial 
Government Avere in excess of their revenue.s, the difference Avas made up by a 
fixed assignment under the Land Eevenue. Tlic ordinary revenues of the Provinces 
Averc supplemented in each case by an initial grant, and . a .special grant 
to carro^ out the Eeforms under the heads of Police, Education and Agriculture. 
Finally, new arrangements Avere made for the Eelief of Famine. Every year the 
Government of India set aside a specific amount, roughly equal to the famine 
liabilities of a given province on an average, to the credit of the Province conerned, 
the sum thus reserved being subject to a maximum. AVhen Famine did occur, 
the Avhole of this Eeserve might be drawn upon by the Province Avithout touching 
its normal resources. If this credit did not .suffice the rest of the expenditure AAvas 
to be divided equally between the Imperial and the Provincial Governments, 
instead of being debited Avholly to the latter. The Imperial resources might be 
indented upon still further if the prescribed Provincial balance left was beloAv half 

its limit, t 

If these settlements are examined carefully Ave Avould find that there is dis* 
tinct chaiio'e of principle. Instead of administrative convenience of the Imperial 
Government, the considered needs of the ProAunce regulate the amount of revenues 

^ • 4.;.^.. T! wore first introduced in connection with the scttlenieiit made with Boiu1)ay and the 

* Irngiuioni^ect 1 • Buttered severely from Plague and their finances consequently in a 

Punjao in i JUo, i; - i. gg^yements were relatively more liberal. The assignment was increased by 
chronic state 01 ueiic r, aud 16.61 lalclis for the Punlab. The provincial shares of divided revenues 

a6.92lalihsayear 0 a net revenue increment to Bombay of Its. 8.55 lakhs and to Punjab Bs. 0.78 

were so adiustea as to give 

l;\kh3._ An 'aitiai oi* ...„re niade with the Central Provinces in 1906 and Avith Burma m 1908. 

t'*Seethc Knance Insurance Scheme elaborated in the Plnandal Statement of 1907-8 by .Sir Janies 

Heston. 
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assigned tKem.* Instead of economy or retrenchment in the provincial heads 
of expenditure being regarded as the test of the success of the system, the extent 
of development in the heads affecting the welfare of the people like education and 
sanitation was unadmitted factor determining the increase of grant. The assign- 
ment was for all practical pmposes permanently fixed. The supreme Government 
had, indeed, reserved their right to revise the settlement ; but they had agreed 
to exercise that power only when the variations from the initial relative standards 
of revenue and expenditure were, over a substantial term of years, so great as to 
result in unfairness either to the Province itself or to the Govrnment of India, or 
in the event of the Government of India being confronted with the alternatives 
of either imposing general taxation, or seeking assistance from the Provinces ’’.f 
The old complaint about want of continuity in Provincial programmes was to 
a large extent avoided under the new arrangements. The method of distributing 
the total revenues between the Imperial and Provincial Governments showed that 
the Imperial needs were of second rate importance. The portion available for 
Imperial purposes was taken in the shape of a share of a few of the main heads of 
revenue, called the “ Dmded Heads But as the distribution of these heads 
coidd never be so adjusted as to yield to the province, besides the revenues 
from the sources wholly provincial, a sum exactly equal to their expenditure, 
equilibrium was brought about b}’ means of fixed cash assignments, a deficiency 
being remedied by an assignment to Provincial revenues from the Imperial 
share of the Land revenue, and an excess by the reverse process. The day had 
not yet dawned when the Provinces would be entirel}’’ free from the controlling 
authority of the Supreme Government, nor their penchant for interference in 
Provincial administration by suggestions, if not instructions ; though, whence 
forward, whenever they made new suggestions, which would involve additional 
outlay by the provinces, they would contribute sufficiently to facilitate the 
excecution of their suggestions. The provinces were also not free to manipulate 
as they pleased their resources of revenue as the general rate of taxation was 
determined exclusively by the Supreme Government, but witliin the shares made 
over to them the Provinces obtained a degree of autonomy which was unknown 
before. They could not alter the general trend of expenditure, or make any 
changes involving additional outlay of over a prescribed amount, except with the 
sanction of the Imperial Government, The Provinces could, at most, only make 
suggestions. The Imperial Government could still issue directions. The Im- 
perial Government could always excuse themselves on the plea of their duty to 
look to the interests of all provinces alike, whenever they felt disposed not to 
accept the suggestions made by the subordinate Governments. The Provincial 
Governments must carry out the instructions of the Imperial Government, ]3arti- 


* “ Tlie distribution of revenues between the Provincial and Central Goverfaments was made, except 
on occasions of grave emergency, with, direct reference not to the needs of the Central Government, but to 
the outlay which each province might reasonably claim to incur upon services which It administered. 
The first step taken in condnding a settlement was to ascertain the needs of the Province and assign re- 
venues to meet them, the residue only of tlie income of the Province coming into the Imperial Exchcauer ’* 
lleport of the Eoyal Commission on DecentraUsation, 1000. 

1 Ibid. 
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cularly as the latter were always able to back up tli 
tional grants. As these grants were ear-marked f( 
the Provincial Govermnents could liave no discretior 
the decentralisation of Knance as it obtained bet^ 
spectacle of a conflict between the old principle of ol 
Imperial Government, and the new ideal of encoui 
provincialised services. The public opinion in Indij 
cause of the latter, not so much from a different co: 
India as from. a belief that with greater independd 
the representatives of the people would be able be 
vincial governments. * 


CIX. PERMANENT SETTLEMEN; 

Before the Boyal Commission on Decentralii 
the system of Quasi-Permanent Settlement of 
criticised. The chief points of criticism were : — 


( 1 ) 

meiit. 

( 2 ) 

(3) 

ference. 


(4:) 

1 


The system of “ divided heads ” is in; 

The practice of making Fixed assignment 
The spasmodic grant of lump sums is pij 

The various settlements showed great 


eh directions by sjjccific addi- 
jn stated piu-po.ses in advanco 
in utilising them. Altogether 
i/een 1904. and 1912 afforded a 
serving the convenience of the 
aging the development of the 
was beginning to take up the 
iception of the Governaiice of 
hce accorded to the Provinces 
tter to cliGck the smaller pro 


tS OF 1912. 

ation vhich reported in 1909, 
Provincial Finance was much 


(5) Powers of taxation and borrowing should 


The first two are interdependent. As the n^ 
grow, any element in the local resources to meet tli] 
of expansion, must inevitably tend to make the p: 
The system of making fixed cash assignments in or 
in Provincial Revenues and Expenditure represent 
which could be avoided only if the principle of “ Di 
and its place taken by a surrender to the provinces 
of Revenue suflicient to meet the growth in expend] 
ceded that even under the existing system as the I'j 
of growing in equal proportion to the normal growtj 
of a portion of the Revenues which is inelastic wil 


iirious to Provincial develop- 

makes the .sy.stein incla.stic. 
oductive of unnecessary inter- 

neqiialities inter, se. 
be granted to the Provinces. 


eds of a province inevitably 
!e.se needs, which is incajjablc 
ovincial finances disorganised, 
ler to bring about equilibrium 
'd just that element of rigidity 
vided Heads was abandoned, 
[of the normally growing heads 
[iture. It may, indeed, be con- 
venues conceded are capable 
h in expenditure, the existence 
not matter a great deal. “It 
,short of the legitimate increase 


is only when the normal increment of revenue falls t 
in expenditure that the fixed assignment becomes jP ^ danger, f If the 

proportion of the fixed assignment to the total re'' hands of a pro- 
vince is unduly large, it should, according to the recc 
isation commission, be converted into shares of gi 


* Sec ]\rr. Gokluile’s evidence before the VTelby Coniiuissio: 
ilc w.iuted Indian Plnnncc to be organised on a federal basis. 

•f Itesolution on ProA'incial Pinance, dated 18th May, 1012, 


mmendations of the Decentral- 
lowing revenues by gradually 


1 and the deLentiulisution couiiuission. 
fAo. 27 yam j. 



surrendering to the Provinces the ■whole of the revenues under heads whicli are no'W 
divided,*^ So the Government of India agreed to these suggestions and^laid down 
rules for the conversion of the fixed cash assignments into shares of revenues.^ 


The question of Specific Additional Grants, which aroused so much acri- 
monious criticism at the hands of provincial Governments before the Decentra- 
lisation Commission, originally arose because the Imperial Government insisted 
upon a scale of development by the provinces which would have been inconsistent, 
with the limited resoxxrces of Provincial Governments. The government of 
Lord Curzon had, contemporaneously with tlie settlements with the Provinces, 
chaulked out a grand programme of Police and Education reform and Agricul- 
tural efficiency, which required considerably more outlay than had been allowed 
for in the Settlements. As the Central Government were not prepared to upset 
their newly concluded settlements, the only means of accomplishing the projected 
reforms was to grant additional sums to the several provinces for specific pur- 
poses. In course of time this expedient came to be generally adopted by the 
Lnperial Government whenever they had a sudden unexpected surplus, which 
they did not want for their own purposes, and would not use for the reduction of 
debt or remission of taxation. But whether the specific grant was made to carry 
out a specially pet project of the Imperial Government, or to admit the provinces 
into a share of unexpected prosperity, the Central Government always prescribed 
the objects for which alone the grant was to be used. “Tantpis” if the Local 
Governments could not see eye to eye with the Imperial Government as regards the 
importance of the object they selected to assist. Since the Provincial Governments 
had, normally, no claim to such extra resources placed at their disposal 
by the bounty of the Imperial Government, the latter thought themselves 
justified in dictating the purpose to which alone the grant should be devoted. 
But tliis was regarded by the Provincial Governments as inducing an unneces- 
sary amount of interference from above into local affairs, which they resented 
all the more as- they had no voice in determining the exact amount it received 
from these grants. The only justification that the Imperial Government could ad- 
vance was that new lines of policy were often pressed upon them by public opinion, 
or by example of the more advanced provinces, which it became necessary for 
the Supreme Government to commend to ‘their provincial subordinates; and as 
the latter cannot carry out these sudden developments from their ordinary 
resources the “ system of doles ” becomes inevitable. The only way to 


* Tlie Decentralisation Commission mentioned reA’ennes from Excise and Forests as fit items oi 
revenue which might be entirely provincialised. Tlie Government of India made the Forests Eevenues and 
Expenditure wholly pro\'incial in the settlements of 1911 in all j^rovinces ; Excise Revenue and Expenditure 
wore wholly provincialised in Bombay, and were made J provincial in the Central and the United Provinces 
wliilo the cash assignment was reduced in proportion to the growth in revenue from these changes. Other 
ciianges.,were that the Land Revenue was made half Provincial in the Punjab, (which also get half a share in 
the Major Irrigation works ) and f in Burma. See the Resolution above referred to. 


f The conditions laid down were: — 

“ Fixed assignments should be replaced by a share of growing revenue in the following circumstances 

(a) When an assignment is so large as to prevent the increment in revenue from keeninc .abreast nf tii« 
legitimateandnecessary growth of expenditure ; and. 

(b) When the financial outlook of the moment justifies the abandonment of the neeessarv amoimi 

•f growing Tcveiraes in exchange for the reduction of fixed charges ” ibid. " ‘HuounT. 
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aVoid ill feeling was to accept the recommendations of tlie Decentralisation 

t 

commission. : — 

(]) The system should not involve an)'- greater degree of interference by the 
central with the Local Government than at present exists. 

(2) The grants should be given with due regard to the wishes of the Pro- 

vincial authorities. , . 

(3) They should not necessarily be assigned for the same object in all the 

provinces. * 

The objection on the score of inter provincial inequalities was admitted^ 
but could not be remedied, by the Imperial Government. The fact that at the time ‘ 
of making the Quasi-Permanent Settlements some j)rovinces were more backward 
than the others ; the fact that in the past some provinces liad received better treat’ 
ment and consequently established a higher scale of expenditure, all showed the 
historical origin of the system. The inequalities, if any, were the result of the 
peculiar trend of development rather than of any administrative partiality. 
Besides there was no satisfactory test of determining equality of treatment in the 
various settlements. The re%dsions, moreover, in the past, had favoured every 
time the weaker governments and thus established a rough equity among them. 
‘‘Taking the administrative equipment as a whole the Government of India found 
it impossible to believe that inequality in settlements had gone far enough to 
starve one province in its necessities in order to load another with luxuries ; and 
they considered it entirely unnecessary in seeking a basis for permanency, to 
make any radical alterations in the existing settlements which have been evolved, 
by the slow process of years. ’’f 

As regards the Powers of Taxation and Borrowing claimed by the Provincial 
Government, it must be admitted that without the liberty to tax their local citizens 
Provinces cannot ahvays meet the discrepancy between Revenues and expenditure 
without depending on the Imperial Government for aid. Well might they urge 
that for a country like India the Imperial Government could command verj: few 
taxes which would be suitable for all parts of the coimtry equally ; and even when 
they were, their incidence must necessarily differ in different provinces. The 
liberty, if given to the Provinces, to tax their own subjects will go a long way to 
correct ineqalities in the tax burdens which the common taxes of the Central 


♦ In connection with the “ system of doles ” the Bombay Government had suggested that: — 

(a) Tile Boles should not he made but instead Imperial taxation remitted to an equal amount, to be 
reinipqsed if the Provincial Governments needed extra funds- As there was no immediate prospect of 
remission of taxation the Inipeiial Govei’nment did not consider tills suggestion. 

(b) Instead of Doles a slmre of Land Eevenue be granted to tlie Provinces. The Imperial Govern- 
ment thought this point was covered by their deci.sion regarding the fixed Assignments. 

(c) Jintire discretion should be given to the Provincial Governments as to the appropriation of these 

grants. The Supreme Government "pould not admit that the employment of grant should except in 
races instances, be feit to the discretion of tlie Local Government which receives it- While they could 
readily agree to abstain from critical inquiry into the objects to which a dole is applied, they hold that 
the cases in which It would be necessary to specify -the general purposes of the assignment would be the 
rule rather than the exception. When, for example, considerable sacrifices have been incurred in order to 
ra^e Juoney for education they could not contemplate with equanimity its expendiure upon hospitals or 
bridges/; Resolution on Profundal Finance, 18th May. 1912. para ‘ 

•flbid, para 7 
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Government must necessarily involve. There has been justification in the past 
when Local Government did enjoy powers o£ local taxation within certain limits 
for objects of local improvement. The old Provincial Kates, which have now 
ceased to exist, were abolished, not because they were remnants of Provincial 
taxation, but because in conformity with their general policy of relieving Land 
of all miscellaneous burdens. Government had decreed their abolition. On the other 
hand there would be grave danger in conceeding the right to tax to the Provinces as 
it -might quite possibly stimulate imwelcome provincial rivalries ending in fatal 
jealousies. So long as the Government remains constitutionally an autocracy, 
it would be politically enexpedient to grant these powers to irresponsible bodies 
of bureaucrats. The existing control b}’^ the Government of India is the only 
safeguard against an unjustifiable increase in the burdens of tlie people. Until, 
therefore, the advent of responsible institutions, there was nothing to be gained 
by a relaxation of existing statutory authorit}?^ of the Supreme Government; and 
accordingly the Decentralisation Commission suggested no change.* The 
powers of borrowing, if conceded to the Local Governments, were felt to be a 
menace to the success of Imperial Loans, as they both had the same market to 
tap. If the Provincial Governments needed extra funds for projects of great local 
utility, the Imperial Government were prepared to grant them overdrafts — 
temporary loans from their own balances. But access to the open market for 
purposes of local borrowing they refused altogether. 


Under these rules the Settlements made after J91] were declared to be Perma- 
nent. The governing condition was that a Local Government must not budget for 
a deficit, unless it can satisfy the Imperial Government that the excess of expendi- 
ture was due to a special non-recurring cause. If the deficit involves a reduction 
of Provincial balances, suitable arrangements must be made to bring them up to 
the prescribed minimum. If all the balance of a Local Government is exhaust- 
ed and an overdraft made upon the general balances, the overdraft is treated as 
a temporary loan subject to interest at a prescribed rate, and repayable in instal- 
ments that the Supreme Government may direct. In futm’e the interference of the 
Government of India would be restricted to the corrections in divided heads and 
the totals of revenue and expenditure. The extraordinary Receipts of a Pro-’ 
vincial Government must not be applied to ordinary expenditm-e, or to the repay- 
ment of a loan for extraordinay purposes, but only to such non-recurring objects 
or Public Works as the Local Government may determine upon mth the advice 
of tlieir council. In framing the Provincial Budget the attention of the Govern- 
ment of India mu.st be drawn to the existence of such special items and the use 
made of them. 

•They fully recognise that such taxation is a necessary corollary of a fully decentralised system of 
ffna7nce but pending the development of such a system they consider that no useful purpose -will be 
served by an attempt to define its proper scope or to laydown the critiria which it should satisfy. 
Financial autonomy for the provinces, if and when it arises, must carry with it the power of taxation.” 
Eresolution of May 18, 1912, para. 12. 
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CX. THE EXISTING SYSTEM. 


\\e ]nay now examine the salient, details of the s^'stem as it works lo.day. 
The following table shows the distribution of Provincial and Imperial Revenues. 
Tliese figures are taken from the Budget of 1919-20. They show that the total 


Head of Uevemu*. 

Provincial' 

Imperial 


Share. 

Share. 


£. 

£. 

Land Hevonue 

11,059,100 

10,994,000 

Opium 

• • • • 

3,050,200 

Salt 

• • « • 

3,914,400 

Stamps 

2,984,700 

3,112,400 

Excise 

8,770,600 

3,302,700 

Prov. Entes . . 

34,500 

100 

Customs 

• • • • 

13.352,400 

Income T.nx . . 

2,31.3,800 

11,207,700 

Forests 

3,167,100 

185,700 

Hegistrntion 

,560,700 

7,500 

Tributes 

• • • « 

613,300 

Interest 

338,400 

3,299,000 

Post and Tel. 

.... 

5,710,800 

Mint 

.... 

1.303,200 

Mint 

.... 

1,303,200 

Courts 

41.5,300 

21,000 

.Tails . . 

329,100 

84,500 

Policy 

122,400 

6,200 

Ports 

125,500 

.... 

Education 

310,900 

7,600 

Medical 

103,400 

1,400 

Sanitation 

22 000 

11,100 

Agriculture . . 

145 600 

19,500 

Scientific 

217 900 

, 8,100 

Supernn- niiaflon 

85 700 

135 200 

Stationery 

00 500 

44,000 

Exchange 

« • • • 

1 086,700 

JllsceUaneous 

202 800 

909,500 

State Eys 

1 300 

21 220,000 

•Subsidised Eys. 


3.51,000 

Irrigation 

2 909 500 

2 589,100 

Piib. Works . . 

259 900 

53,000 

Mill Ecept 

— 

1 587,300 

Tot.il 

36 965 400 

86 225 400 


Provincial Revenues are about 30 p. c, 
of tlie Total, or 43 p. c. of the share of 
the Imperial Revenues, The heads which 
are wholh* Imperial are Opium, Salt 
Customs, Tributes, Post, Mint, Ex- 
change and Military Receipts, Railways 
are also largely Imperial. Civil Depart- 
mental Receipts and those from Public 
Works seem to be largely Provincial- 
The Divided Heads arc liund Revenue 
Stamps, Excise, Income Tax, Fore.sts 
Registration and Irrigation, ns also the 
Miscellaneous civil Receipts. Out of 
the total principal heads of Revenue the 
provincies get £29,490,500, while the 
Imperial Government gets £49,806,300. 
In the total the Provinces also get a 
grant of £1,818,700 from the Imperial 
Balances. On the side of the Expen- 


diture, the figures are 




Provincial 

Imperial. 



£. 

£. 

1. 

Direct demands on Revenue 

7,459,300 

3,834,100 

2. 

Interest 

316,500 

7,447,700 

3. 

Posts & Telegraphs 

• • 

4,580,200 

4. 

Mint 

• • 

284,500 

5. 

Civil Departments 

19,664,700 

4,671,700 

6. 

Miscellaneous Civ. Charges 

2,882,700 

3,233,000 

7. 

Famine Relief 

283,700 

1,218,700 

8. 

Railways 

■ 800 

14,468,100 

9. 

Irrigation . . 

2,227,700 

1,847,700 

10 

Arnii' 

• • 

42,782,300 

Of the total Expenditure of £123,964,000, the 

Provinces bear £88,606,700 

or 

31 % including 66% in the collection charges 

and other Direct demands on 


Revenue, 771 p- c. of the Civil Departmental charges, 47 p. c. of the Miscellaneous 
Civil Charges 19. p. c. of the Famine Relief charges and 86 p. c. of the Civil 
Buildings and Roads charges. The Imperial Government bears all the charges for 
the Anny, the Debt, the Communications and a small proportion of the charges 
of the general civil admimsitration. 
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I'fiE FOLLOWING TABLE GIVES DETAILS BY PROVINCES. 


Prerince 

Opening 

Revenue. 

Expenditure 

CIo.sing 


Balances. 




Balance. 



Revenues 

Special 






Grant. 




Rs. 

Rs. 

Rs. 

Rs. 

Rs. 

Hladrajs 

1,96,54,400 

8,51,18,000 

34,50,000 

9,60,68,000 

1,21,69,000 

Bombay 

4,61,26,000 

10,10,97,000 

27,30,000 

10,36,55,000 

4,62,98,000 

Bengal 

XJiiitfed 

3,66,02,000 

6,78,14,000 

48,69,000 

7,70,62,000 

.3,22,23,000 

Provinces . . 

2,58,66,000 

7,81.86,000 

29,17.000- 

8.53,56,000 

2,16,13,000 

Punjab 

2,23,35,000 

5,70,95.000 

17,55,000 

6,02,28,000 

2,09,57,000 

Burma 

1,42,54,000 

6,24,56,000 

14,44,000 

6,63,50,000 

1,18,04,000 

Bihar and 



‘ 



Orisa 

1,45,04,000 

3,25,89,000 

20,99,000 

3,76,52,000 

1,15,40,000 

Central 






Provinces 

1,29,04,000 

3,21,07.000 

12,24,000 

3,50,98,000 

1,11,37,000 

Assam 

39,25,000 

1,68,83,000 

6,48,000 

1,76,31,000 

38,26,000 

Total . . 

19,61,75,000 

53,33,45,000 

2,11,36,000 

o 

p 

o 

o 

o 

17,16,56,000 


THE NEXT TABLE SHOWS THE GROWTH IN PROVINCIAL 
REVENUES AND CHARGES DURING THE LAST 20 YEARS. 


Year. 

• 

Revenues 

Rs. 

Expenditure 

Rs. 

1899-00 

• • 

22,65,32,733 

22,22,31,058 

1900-01. 


23,49,26,706 

23,18,90,025 

1901-02 

• « 

25,10,96,497 

24,86,47,449 

1902-03 

• • 

24,87,50,983 

24,31,11,032 

1903-01 

• • 

27,42,84,849 

26,94,31,673 

1904-5 

• • 

26,02,66,420 

25,58,86,290 

1906-6 

* , 

28,59,34,827 

27,42,91,517 

1906-7 

• « 

32,51,62,149 

31,46,58,685 

7907-8 


32,76,15,794 

34,29,33,578 

1908-9 


36,25,78,569 

37,25,88,708 

1909-10 


37,60,81,158 

36,26,70,625 

1910-11 

• • 

40,28,26,688 

37,34,08,657 

1911-12 

« • 

42,89,58,927 

41,44,22,673 

1912-13 


49,85,11,026 

43,08,00,270 

1913-14 


46,48,36,768 

46,90,80,061 

1914-15 

* , 

45,58,30,312 

48,86,82,595 

1916-16 

• , 

46,61,07,363 

46,41,43,270 

1916-17 

• • 

48,54,46,240 

44,94,86,707 

1917-18 

• 

50,28,76,687 

47,19,90,863 

R.E» 1918-19 

• • 

1 

53,89,00,000 

52,27,96,000 

B. E. 1919-20 


55,44,81,000 

57,91,00,000 



CXI. BUDGETARY PROCEDURE IN PROVINCIAL FINANCE. 


Those who helieve the existing system of Provincial Einance a vindication of 
their idea of regarding the financial administration as being based, or which should 
be criticised, on the principles governing federal Einance, find a degree of support 
in the Budge practice adopted in the Provincial Legislative Councils. Prior to the 
Act of 1919, though there was a non-official majority in the existing Provincial 
Council, they could no more pass or reject the budget than the Supreme Legislative 
council . The budget is placed before the Provincial Council as before the Impe- 
rial Council with a view to afiord an opportunity of expressing their views; and as 
the facilities for discussion are provided at an early state, the government of 
the Province may, if it thinks proper, adopt any of the recommendations of 
their council. To suggest is the privilege of the council ; to cany out is within 
the discretion of the Government. On these lines the Budget procedm’e is framed 
in four stages as regards the Pro^nncial Government and their council. 

The 1 st stage commences by a rough draft of the provincial estimates, prepared 
by the local government, and including in it all pi-ojects involving an expenditure 
of over 5,000 rupees. All these projects are given in a schedule, appended to the 
estimates and divided into two parts, the first containing those items which must 
be carried out because they have already been taken in hand, or because they 
have been ordered by the Government of India or the Secretary of State to be 
completed, and the second containing items not so ear -marked. This draft Budget 
is then submitted to the Government of India in December. The latter correct the 
estimate of the Revenue with regard to any' specialgrant’ they may be making to 
the Province . In consultation with the Proviilcial Government they also determine 
the aggregate exj)enditure for which the Provincial resources must provide. The 
Government of India can, wihile the Draft Budget is before them for consideration, 
alter or add to the items in the first part of ' the schedule’. Wlien their work is 
over they communicate the figures about the altered revenues and expenditure 
to the Provincial Government, which terminates the first stage of the Provincial 
Budget. . ■ ■ 

With the second stage commences the role of the Provincial council. The 

Local Government submits to the Einance Committee of their council, consisting 
of from 6 to 1 2 members, half officials and half non-official,- * the draft 
financial statement when returned by the Government of -India. The committee 
deals with the second part of the schedule. It is bound to keep to the total 
expenditure fixed Jiy the Government of India ; but within that limit the 
Committee can make variations and even insert new items occasionally. The 
proceedings of the Committee are private and informal, though discussion is free, 
and disputed points decided by majority of votes. On the conclusions of its 
labours the committee reports to the Local Government such changes as they have 


* The official menihei-s aic nominated hy Government* ' the non-officials elected by their fellovsi 
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made, and tlie latter, after considering tlie changes and including any variations 
in their previous estimates of revenue and expenditure, inform tlie Government 
of India of the changes to be incorporated in the total Budget for the whole of 
India. ’ This ends the second stage. 

The third stage begins by the presentation of the total estimates to the whole 
council. The Supreme Government do not, as a rule, alter the figure of expendi- 
ture, unless they are obliged to order a general reduction of expenditure. The 
revenue figure, however, may be brought upto date, and any alteration in taxation 
is given effect to. The figures, as finally revised, are incorporated into the total 
Budget, and communicated to the Provincial Government. They print the 
budget, convene the council, and introduce it there with a speech from the member 
in charge of the Finances. The council discusses it in a committee of the whole, 
taking the figures by groups and moving resolutions as in the Imperial councili 
When all resolutions have been debated and voted upon, the result is reported to 
the Local Government, who, however, are not bound to accept those recommen- 
dations. This terminates the third stage. 

During the fourth and the final stage very little iuteiest remains in the pro- 
ceedings. The Budget is presented in the final form to the whole council, and 
members pronounce funeral orations on their pet schemes not accepted b}’’ Govern- 
ment, or raise a chorus of congratulations if they have been successful. 

CXII. THE NEW REFORMS AND DECENTRALISATION OF FINANCE. 

The final stage in the evolution of the decentralisation of Indian Finance was 
reached in the proposals for constitutional Beforms submitted by the Secretary of 
State and'the Vicero}’’ in 191 8,and fuller details thereon worked out by the dis- 
patches and legislation following. The Report on constitutional Picfonns frankly 
assumes an entirely different standpoint* and makes its proposals accordingly. The 
old idea of the Central Government being maintained in nil its strength and pre- 
stige, enunciated so emphatically by Strachey in the seventies, and echoed as late 
as I9II by Lord Harding’s Government in the celebrated Delhi dispatch, seems to 
have — if not been abandoned — weakned perceptibly, and its place taken by the 
new ideal of Provincial Autonomy. As finance is the keystone of the arch of Res 
ponsible Government, it is no surprise to find that almost every shade of opinion — • 
which at allprofesses to support the growth of Responsible Government in India— 

a 

demands financial independence for the Provinces. The first requisite for sucE 
a separation is the abolition of the existing system of “Divided Heads ” of Revenue, 
and all the attendant troubles of making a proper division and avoiding too much 
interference on the part of the Government of India, looking to the needs of more 

* “We start with a change of stand-point. If Provincial autonomy is to mean anvthing real clearly 
the provinces must not be dependent on the Indian Government foi the means of provincim development* 
Existing settlements do indeed provide for the ordinary grouth of e.vpenditure but for any largo and 
costly innovations provincial Governments, depend on doles out of the Indian surplus. Our idea is that 
an estimate be first made of the scale of e.vpcnditure required foi the upkeep and develapnient of the 
services which clc.irly appeiUiin to the Tildian spheiej 1 hat resoui ces with uhlch to secure this expendi- 
ture should be seemed to the Indian Government; and that alt other revenues ell hUcI then bo 
handed over to the PiOMiieial Governments.” Para 201 p. 130 of the Iloport. 

52 
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Ibacicwarct provinces &c. The argument, that the inevitable precariousuess of tte 
most important heads of revenues is very considerably neutralised by spreading 
the risks over the different provinces under the system of divided heads, was not 
considered sufficiently strong by the authors of the Eeport to upset their -yvhole 
scheme. Of the most important divided heads, Land Revenue, Stamps, Excise, 
Income Tax, and Irrigation, the Reforms proposals make Land Revenue* Judicial 
Stamps, Esxcise and Irrigation works wholly provincial, leaving General Stamps 
and Income Tax to be wholly Imperial, f Famine, Expenditure % was to be 
charged on the Provinces, each province, liable to famine, being required to make 
allowance for this item on the basis of. its past liability. The amount thus set 
aside must not be spent on ordinarj’^ purpses, but may be used to swell the balances 
or for some defensive purpose. If the distress should be too great for provincial 
resources, the Government of India may intervene; but their aid should take the 
form of a loan, permanent or temporary, according to the needs the moment. § 


If these proposals were adopted, the Government of India would be faced 
with a deficit, and the Report decided to meet the deficit by fixed contributions 
from the Provinces.” On the basis of , the Budget figures for 1917 — 18 
the Report calculated that after all the divided heads were abolished, and 
provision made for Irrigation . and ■ Famine expenditure in the Provincial 
Budget, the Provincial Surplus would be Rs. 15.64 crores, while the Imperial 
deficit would be Rs. 13.63 crores. “We would propose to assess the contribution 
from each province to the Government of India as percentage of the difference 
between the gross Provincial Revenue and the gross provincial expenditure” ^ 


" The Meston Committee on financial Ilelations has allowed the general stamps Kevenue to be also 
provincialised, leaving Income Tax to be an entirely Imperial bead — ^In the final arrangements the Govern- 
ment of India has conceded to the Bombay Presidency the Income Tax receipts in so far as they exceed 
the standard Collection of 1919-20 in tliat head. The entire scheme of financial relations now obtaining 
has been violentiy opposed by the Provinces— particularly Madras and Bombay. 

t As regards the provincial section of the Land Eevenue it was urged'tiiat such a course would involve 
a deficit for the Government of India. But the Keport meets this plea by charging Famine and Irrigation 
Expenditure on the Provincial Governments. Tlie authors of the Keport could not but see the advantages 
of Land llevenue being provincialised since it plays such an important part in district administration. The 
ileport adds : — " But it is just because divided heads are not regiirded as merely a financial expendient 
but are and so long as they service will be viewed as a means of going behind the Provincial Governments 
to the Government bf India that we feel sure that they should be abolished" Para 203 Ibid. 

t " We have, indeed, been told. that Income Tax is merely the industrial or professional complement of 
the land revenue ; and that to provincialise the latter while Indlanising the former means giving those pro- 
vinces whose wealth is predominantly agricultural aa intial advantage ove a province like Bombay ” But 
authors the of the Report saw the inconveniences of provincialising income Tax for the sake of uniformity 
of rate as well as for not doubling the tax on enterprises registered in one province and earning their 
Income in another. They held that equality of treatment as between different provinces must be judged on 
the whole settlements, not individual items of revenue. 

§ Para 204 Ibid. 

II. "We agreed that in fixing contributions it was undesirable and unnecessary to pay regard to the 
growing revenues of the Provinces. We agreed also that the contributions should be of fixed amounts 
Wesaw that equality of contribytions was impracticable, because we have not a clean slate- In spite 
of the variations in income which result from the permanent settlements in some areas, stereotyped scales 
ot .expenditure have grown up, which makes it useless to attempt any theoretic calculations on which ans 
uniform contribution from the provinces could be basesd” para 206, 

•j The following table, given in the Report para 206, shows the amount that the different provinces 
would liave to contribute if the principle given above were accepted: — 


^Madras 


4 

Gross 

Revenue. 

Rs. 

13,31 

Gross 

Expendi- 

ture. 

Rs. 

8,40 

* Gross 
Surplus 

Rs. 

4,91 

Confribu- 

tion, 

Rs, 

4,28 

Rs 

63 

Bombay 



10,01 

9,00 

1,01 

88 

13 

Bengal. . 

• 

• • 

7,54 

6,75 

79 

69 

10 

B. P. ., 

* • 

* 

11,22 

7,47 

3,75 

8,27 

48 

Punjab 


• • 

8,64 

6,14 

{6,08 

2,50 

1,61 

2,18 

32 

Burma.. 

Bihar & Orisa 

• • 

4 

7,69 

1,40 

21 

• • 

• 

4,04 

3,59 

3,71 

45 

39 

e 

c.p., .. 

• * 

• • 

4,12 

41 

86 

s 

Assam 

« « 

• 4 

1,71 

11,50 

21 

18 

a 


Tills manner of obtaining contributions is open to severe objections in that 
it makes the contributions of the different provinces so utterly unequal. It is true 
that such a system is the one already in existence, though in a heavily disguised 
form ; but that would be no answer to the plea that a responsible Government 
should try to pay its way in the first place. The authors of the Report recog- 
nised the weakness of their position in this respect, and . promised a more detailed 
consideration by the first Statutory Commission. The Government of India have 
since suggested that the first contributions be declared to be only provincial, 
pending the evolution of the standard, equitable contributions.* 


In consonance with the general scheme of the Reforms, the Report concedes 
the right of taxation to the Provinces, as well as the power of borrowing. With 
the province made independent of the Government of India, the latter cannot be 
saddled with financial solvency of the provinces. If the schemes of Provincial 
development are not to be stifled for want of funds, the power of additional taxa- 
tion is a necessary corrollary. But that provincial taxation may not conflict 
with Imperial taxation, it would be necessar}'' to form a schedule specifying on 
what objects the provincial authority may tax, and on what others tbe supreme 
Government may tax. The Report gives a certain ninnber of reserved subjects 
for taxation to the Provinces, and makes the Government of India a sort 
of a residuary legatee in this matter.f Within the scheduled list, the Provinces 
should be free to tax, subject to a veto on the part of the Government of India, 
to whom, therefore the proposal would have to be forwarded in sufficient 
time to see if it trenches upon thier own preserves. Outside the listed subjects 
too, the provinces may tax, provided they obtain the previous sanc- 
tion of the Government of India. “But this sanction would be withheld only 
if the proposal trespassed on Indian heads of revenue, to an undue extent ; or if 
the tax was a new one, and the Central Government itself contemplated imposing 
it as an all India tax; or, if the proposals were, in the opinion of the Government 
of India, likely to lead to undesirable consequences which would afiect its own res- 
ponsibility The borrowing powers are proposed to be given under much more 
stringent conditions. It is, of course, impossible altogether to deny these powers, 
particularly when the proposals impose the burden of Irrigation and Ramine 
charges upon the provincial Governments; but the report requires the powers of 


Contd. from previous page. 

N. B. The figures are in Laklis of rupees the last column sliows the net surplus still remaining to the 
Province. " 

On this the Government of India in their first Report Dispatch observe : — ■" When we l^'ok at the result 
however, its equity is obviously liable to attack. Prom Madras we shall be levying nearly five times as 
much as from Bombay ; and from the TJ. P. nearly five times as much as from Bengal.” They accepted 
this principle of contribution at all because " no other device would leave each province with a surplus of 
it own, and consequently no other device is open to us ” Para 61 of the dispatch. 

* In any case the determination of the paying capacity of a province is far from easy. All that we 
can say with assurance at present is that we cannot justify the permanent retention of the criterion pro- 
posed in the Report, and that, after full inquiry, a standard scale should be fixed. ' 

t Commenting on this proposal of scheduling certain subjects for taxation at the liands of tlie 
Provincial Governments, the Government of India observes, in the Reform Dispatch already referred to 
" We suggest that in that categprj' there may be placed succession Duties ; taxation of the unearned 
increment on land; taxes on advertisements, amusements and specified luxuries; andgenerally auvsiionle- 
ment to revenues which are already provincial such as land cesses iiiglier court fees, increased charges for reeis- 
tration and enhanced duties upon articles on which the excise is not regulated with reference to the tnrilT 
schedule" para 62. ’ * 

j:Report on Indian Constitutional Reforms, para, 2io. 



borrowing to be ordinarily exercised tlirougb the Government of India, and the 
distribution of the monies thus raised to bamade by the Government of'India, 
or b}^ a committee consisting of representatives of Provincial as well as Central 
Governments. It is only when this course is considered to be inadequate for the 
needs of a province, which, nevertheless, hopes to influence the money market by 
a direct appeal, that a province is allowed access to the money market. Even 
then it must obtain the approval of the Government of India for ' the terras of 
the Loan and the rate of interest, and observe certain prescribed rules.'!' 

The final touch of financial autonomy of the provinces is provided by the 
suggestion that the balances of the Provincial Governments be no longer under 
the rigid control of the Government of India, and that the existing rules about 
niinnnum balances, deficit budgets and the like be abrogated. The Government 
of India have so far provided the fund from which the Local Governments may 
make Loans. These Provincial Loan. Accounts should be removed to the 
sphere of provincial governments. The Government of India should be paid the 
balances due to them from the various provinces or the debt funded and interest 
paid thereon. The only control, if it can be so-called, of the Government of India 
in the matter of balances in the future would be as regards the accumulation of 
Pamine assignments of the Provinces, or the further drain upon their balances by 
the Provinces. This last is only a control by way of previous intimation so tliat 
the Government of India might know -what to expect' in the event of some grave 
all India emergency Hire a War. 


cxnr. LIMITS OF FINANCIAL AUTONOMY. CRITICISM OF THE 
SUGGESTIONS IN THE REFORM PROPOSALS. 


These suggestions, if and when they materialise, would accomplish a revolu- 
tion in our financial organisation, which for the last twenty years has in one 
form or another been consistently pressed upon the Government of India by the 
spokesmen of Indian public opinion. The subjects that had been made over to 
the provincial Governments from the earliest times were of the utmost importance 
to the country. The first instalment of decentralisation w^as made as observed 
already, with a view to secure the convenience of the central Government. But it 
was soon perceived that so long as Provincial Finance remained subordinate to the 
grave preoccupations of the Imperial Government — whether it was, War, Famine 
or any other emergency — ^the material development of the country could not’ 


*“ The demand for entire liberty to borrow we cannot possibly accept. The narrow Indian market 
strained as it will be by the coming demand for development in all directions, wili have to be carefully nursed 
by us, and we cannot afford to be embarrassed by unrestricted competition from or among the Provinces. 

So far as it is possible we should endeavour to reliain from questioning the discretion of a provilice ; 

and it will probably be helpful to lay domi certain general rales. For example, priority would inevitably- 
be given to a loan required for Pamine purposes, or to finance Avhat is technically known as the Provincia'i 
Loan Account. It might also v ith propriety be laid down that a province is not to borrow except for capital ' 
purposes, i-e- for obtaining a permanent asset of a material character. In the case of unproductive debt, 
the est iblisliment of sinking funds should also be prescribed.” Pii-st Peforms Despatch, para 62. 

The first considerable instance in wliich the powers of taxation and borrowing were simultaneously 
exercised by a Provincial Government, involving a direct appeal to the money market — was that of th'e 
Uombay Government for purposes of the city development. The Loan was for 9 crores, which was subs- 
cribed by that Presidehey exclusively. The tax W.- 1 S imposed on cotton bales imported and consumed 
within the city. The Bombay Government would have been better advised had they i selected increased 
Land and Buildings values for taxation along with certain articles of luxury like motor cars cinema - 
films etc, ^ . 



proceed at a rate thatmaybe desired. The removal of the Imperial coiitrol- 
tbe reduction of the occasions of Imperial interference-tlius became tbe one 
demand in ■which the people as well as the Governments became increasing!}’' 
interested and united. On the other hand political awakening began to support 
the same demands, though for different reasons. The far sighted practical 
politician could not but realise that, in the nature of tilings, the gradual admission 
of the Indian people to an effective share in the government of the -country 
would come more easily in the narrower sphere of the Local Governments, which> 
however, from the point of view of tlie welfare of the people was far more important 
than the Central Government, The latter, concerned with Imperial, international 
and inter -provincial obligations, would necessarily continue to be under external 
control or influence, far longer than the provincial governments. These govern- 
ments, too, could be influenced or controlled b}’ the representatives of the people, 
much more effectively than the Central Government, where, owing to external 
control, or interprovincial rivalries, or racial jealousies the popular element may 
quite conceivably remain at a disadvantage for a long time. But that this control 
may prove effective the power of the purse is indispensable, and hence the almost 
unanimous demand for a financial autonomy to the provinces. 

The system outlined above has some unavoidable limitations. Under it the pro- 
vinces do not become independent .states, or even strong members of a federation^ 
The Government of India would still retain the most important factors of material 
development ; Railways and Post Office, Customs and Currency into its own exclu- 
sive control. They still continue to retain their power of veto on, and in some 
cases of previous sanction to, proposals of provincial taxation and borrowing. 
They remain the residuary legatee of all unspecified sources of taxation, 
and may demand additional contributions from the Provinces in the event of a 
-war which may be none of the seeking of the Provinces — which may even be 
opposed to provincial opinion. These are serious liniitations and yet inevitable. 
If the most serious cause for inter-provincial jealousies is to be avoided, if the 
development of Indian industries by fiscal aid is to be accomplished. Railways 
and the Customs policy must be in the hands of the Government of India. If the 
international prestige of the Government of India is not to be weakned, the 
right to declare war and make peace must also be reserved to the Imperial Govern- 
ment of India, though one of the inevitable consequences of such a right would be 
direct or indirect addition to the tax burdens of the people in all the provinces at 
the hands of the Government of India. This may be deplored but is inevitable. 

But the gravest defect, in our opinion, in the system outlined above is the pro- 
posal for provincial contributions to meet an Imperial deficit. We consider it of 
the utmost peril to make the Imperial Government a pensioner of the Provinces. 
Apart altogether from the administrative difficulties of fixing an equal, or, at any 
rate, an equitable standard or ‘contribution, which is by no means an insignifi 
cant 'difficulty, -we think the dependence of the Central Government on the Pro- 
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Vinces, for contributions — wMch, the provinces will naturally consider, are de- 
manded for wasteful purposes — ^is the surest way of bringing the Central Govern- 
ment into disfavour and discredit. We are not considering here the purely 
bureaucratic idea of a strong Central Government for repressive purposes, or 
jingoist objects, or class interests. We regard the necessity of a strong 
Central Government as of the first importance because India will liave to 
undertake in future great projects of Social Reform, which in the provincial 
legislatures may be defeated by vested interests or sti’ong sectarian 
prejudices; which only a strong Central Government acting independently can 
carry out. Take the case of a comprehensive scheme of Labour legislation; 
housing of the workmen; provision for their pensions in old age; insurance in 
sickness or disability; minimum or standard wages. It is not entirely beyond the 
bounds of possibility that the strong influence of the employing classes 
in provinces like Bombay or Bengal may obstruct such legislation in so far as it 
seeks to make the employer bear his fair share of the bm-den and not throw it 
on the general tax-payer, or defeat the proposal altogether. * The combined 
common sense of the central council may be expected to neutralise the 
influence of local vested interests if only the Central Government is ■ in a 
position to take action directly. Then, again, there is the question of backward 
provinces. We cannot ignore the fact, however, unpleasant. We cannot allow 
important blocks of the country to lag behind in the standard of material 
. prosperity and comfort. And yet, if the backward provinces were to depend 
entirely on their own resources, they may not for a long time be able to 
provide for the local subjects all the facilities that go to make up civilised 
life. We do not believe that absolute uniformity of conditions is attainable, or 
even desirable; but we must insist on a certain minimum standard, below which 
we cannot, in the national interest, allow any province to fall, and upto which cer- 
tain provinces may not come of their own resources. We would not, on any ac- 
count, restore the mischievous system of Imperial doles, though we are not quite 
sure that they are quite without their uses. We would require the Imperial 
Government to be able to provide this bare minimum ofi their own bat, regardless 
of provincial ability in the matter. And this the Imperial Government cannot 
touch if its finances are in a chronic state of deficit, if they depend for equilibri- 
um invariably on provincial contributions. If the system of doles is bad in the 
case of Provincial Governments, the system of contributions will be worse for the 
Imperial Government The former had at least the justification that whenever 
the dole was granted it was for some specific subject of local benefit. The latter 
will unavoidably appear in the provincial eyes so much waste. If self-sufficiency 

* The one serious criticism against the scheme of Bombay Development is that while it throws the 
burden of Development in the shape of interest on borrowed monies upon the general public, it practical- 
ly reserves exclusively for the capitalist class the entire benellt of the housing scheme. Bad the Govern- 
ment called upon the Mill-owners and industrialists to build houses for their workmen under compi^on 
had they required Co-operative Societies to provide houses for the Middle classes, had thej' given Govern- 
meut aid in the shape of loans at low rates of interest and taxed Increased land values on ratra, or 
or increased rents, or stamps on speculative transaction, the scheme might have been far more econo- 
mical to the Government and much more acceptable to the publk. As it, is the scandals likely to result 
from an almost uncontrolled expenditure of twelve or fifteen crores by a single department vested with 
extraordinary powers, are engaging public attention m the columns of the dally press though the Dep- 
artment Is still in its Infancy. One shudders to think what it wlU he hke when the Department 
accompUshed the task for which it has been created. 
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is (lcsirat>lc for the proviiiceSj itis in our opinion still more desirable for tlie 
imperial Governmentj -wliich is to be responsible for tbe national credit of India 
lu the future and the national debt of India of the past; which is charged 
"ith national defence and entrusted witb the task of national improvement 
in such important direction as transport, currency, communications &c. whicli 
will be the mouthpiece of India in the council of the empire, in the court of the 
League of Nations. 

The sy.stem of contributions is bad, but we are by no means convinced 
that it isindispcjisable. Assuming that all the changes in revenue and Expendi- 
ture heads were carried out as proposed by the Keforms, the following tables 
would represent, in round tcrims, the Imperial and Provincial Eevenues and 
expenditure on the basis of the figures of 1919-20. 



Imperial Eevcnuc.s. 

Es. 

Imperial Expenditure. Es. 


Heads of Eevenue. 

Amount . 

Heads of Expenditure. 

Amount. 

3. 

Opium 

5,00,00,000 

Eevenuc Collection , , 

5,00,00,000 

o 

Salt 

6,00,00,000 

Eefiinds 

1,50,00,000 

3. 

Customs 

20,00,00,000 

Interest &, Sink fund . 

12,00,00,000 

•1. 

Inc. Tex 

20,00,00,000 

Post & Tel 

6,75,00,000 

5. 

Stumps 

•1,50,00,000 

Mint 

50,00,000 

6. 

Post Office . . 

8,50,00,000 

Slisc. Civ. Charges . . 

‘1,75,00,000 

7. 

Mint 

1,00,00,000 

Eailway Inter. &c. , . 

22,00,00,000 

8. 

Misc. Civ. Eec. 

3,50,00,000 

Army 

35,00,00,000 

9. 

State Elys. . . 

32,00,00,000 

Civ. Adm. Charges of 

12,50,00,000 

10. 

Mil. Eec. 

1,50,00,000 

the Govl. of India. 


11. 

Interest 

5,00,00,000 



J2. 

Tributes 

1,00,00,000 




Total 

1^1,00,00,000 

Total 

1,(30,00,00,000 


These figures show no ground for ujrprehcnsion. ^yc have, it is true, laL'on 
the Income Tax Eecei])ts as inclusive of the Excess Profits Tax, and taken the 
Army charges at the pre-war basis. If we deduct Es. 5 crores from the Eevenuc 
.side. a)id add Es. 10 crorc on the side of the Expenditure there would be u deficit, 
in round terms, of abouls 5 crores. If we add to that tlie necessary capital expendi- 
ture of say on an average Es. 10 crores a year, the deficit may increase to Es. 15 
crores a year. Admitting for the sake of argument only, that there is no room 
for retrenclnncnt in the army expenditure, we could still suggest a number of 
taxes — fit to be levied by the Imperial Government only — which could more 
than meet tlie deficit A Tobacco monopoly, coupled with the necessary changCg 
in customs duties, and a tax on agricultural incomes and those of religious bodies 
trill more than make up the deficit. A tax on the privilege to carry Anns 
may be kept in Ecserve, though perhaps it would be more suitable to the Provin- 
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r . 13 f Office and tlie Hallways arc' otW 

oial Government. The development ot the Po thepiofite., 

aonrcesofthere,uisHeextrareven„es^vM^» 3 _arns 

from a State Bank or Insurance i Provincial contributions. 

The Provincial table ot itaA -.1 ^ ^ 

would be as follows ;— 


Hs. 

34.00. 00.000 

4.50.00. 000 

18 . 00 . 00.000 

5 . 00 . 00.000 
1,00,00,000 

3.00. 00.000 
50,00,000 

8.25.00. 000 
50,00,000 


Bevenue Collection & 
Befunds 
Civil Dept. . • 

Mis. Civ. Ch. . . 
Famine 
Irrigation 
Public Bldgs. 


10,00,00,000 

40,00,00,000 

4.50.00. 000 

1.50.00. 000 

6 . 00 . 00 . 000 , 
8,00,00,000 

70,00;00,000 


Land Revenue 
Stamps 
Excise 
Forests 

Begistration . . 

Civ. Dept. Recpts. 

Misc. Civ. Recpts. 

Irrigation Rect. 

Civil Buildings 

74,75,00,000 Provinces spend about 

This represents the exis increased provision for edu- 

I^g. 15 crores more on cm ^ ^ scientific Departments and ’ another 

cation, sanitation, Agucu ura outlay on Irrigation 01 Navigation works, 

Bs. 10 crores a year by way of cai • ^ ^ p„,pnts of ports &c. undertaking a 

purchase o£ IToreLd interest charge, we would find a 

great housing scheme and p H Provincial Governments 

, A that we have made no allowance lor increased receipts from 

It must be noted that ve ha legation and navigation works. 

— ™o. ..a- a..... .. 

Our suggestions ot e , ^.^^itional taxation is not invariably an evil. H 
first additional would be employed exclusively on pur- 

only we could be suie i - objection to suggestmg a 

poses of national ^ 3 ;ae as, indeed, the foregoing suggestions 

Uget of Ks. 225 to 250 crores on eitter s^d^^_^. 

would amount to. Empha expenditure, 

spending autlioritjy ma uie ^ i„ the conditions of modern finance; 

We do not '1“5' g^oee of proportion be observed in advocating one 

we would only wis i i ,e„ui‘e cduilibrium in public finance, 

or the other of the two me_ans2^yj_____ ^ 

■ — ^ 1 ..* ;auhi 1'.* t SS' 

alb ““ " 

upon to centriDu 
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In this critique of the scheme of Provincial Knance — as outlined by the Reforms 
proposal — yve have deliberatelj’- refrained from discussing the constitutional aspect. 
In the next chapter we have made a few brief remarks on some of the novel features 
of the proposals. Here we may draw attention to only one aspect which relates to the 
subject under discussion. The one thing that has emphasized the need for financial 
independence is the belief that^ without it, provincial autonomy would be a farce, 
and Responsible Government impossible. But the only real commencement of a 
truly responsible Government of India can be made when the Supreme Government 
is Indianised entirely. So long as the Supreme Government is outside Indian con- 
trol, it will tend to become a champion of class interests, a bulwark of absolutism. 
We who believe in an Indian nationality cannot advocate the abolition of the 
Central Government. But we cannot consider that we have made any real progress 
towards responsible democratic Government, so long as Indians do not control the 
Imperial Government of India. To us the demand for Provincial autonomy in the 
past was acceptable outy as the first step for preparing the people in the task of 
self-government. We welcome it to-day as good device for political education and 
administrative apprenticeship which the Indian people need. But we cannot be 
blind to the fact that our jjrovinccs, as tliey are, have no principle of unity in them; 
that too great a proininence to the idea of provincial autonomy must logically lead 
to further dismemberment, which would be economically ruinous and politically 
suicidal. The system of Provincial finance outlined above has in it germs of 
intense provincial jealousies in the future. We would have none of it. It still 
leaves a very considerable measure of Indian revenues and expenditure beyond 
Indian control. We cannot consider it advantageus to India. Without think- 
ing at all of any military rivalries with Japan or Russia, we must still have a 
strong Central Government to accomplish mo.st economically the material regenera- 
tion of the country. If this reasoning is sound, we would have to undo much 
that noAV appears as a move in the right direction. And nowhere, we think, 
will that tendency assert itself earlier, or more unmistakably, than iji the 
region of finance. 
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CXIV. MACHINERY OF CONTROL AND AUDIT OF 
ACCOUNTS. 

Mnancial organisation and control in the sense that it has been developed in 
England, is conspicuously absent in this country. Our Govcrninent has hitherto 
remained in form and in feeling an alien autocracy, which could not be made res- 
ponsible to the wishes of the people without endangering the siipremac}* of the 
foreign element. The expenditure of Indian Revenues, therefore, does not obey 
the wishes of those who pay for the public .service, because so far there waB no or- 
ganisation to form, express and enforce the real Indian opinion on tlie subject. 
At the time that the Government of the countiy was brought under the British 
Crown, it was felt that the disapi)earance of the Company’s buffer-powerle.ss as it 
had been in the past to prevent a misapplication of the Indian revenues — would 
leave the Indian tax payer entirely at the mercy of the absolute government estab- 
lished in the country ; and so at that time precautions were adopted in the deed 
of transfer against any abuse of authority in matters financial tp the prejudice 
of the Indian peoifie. In Practice, however, these precautions, as is shown 
below have jproved inadequate to prevent the evils they were meant to avoid, 
with the result that after sixty years of direct British rule, India still remains 
without any effective machinery for the control of its financial administrtion in the 
interests of her people. 

CXV. THE CONTROL OF THE BRITISH PARLIAMENT. 

Of the measures adopted for safe-guarding Indian interests, none was con- 
sidered to Le so strong as the supreme control of the IBritish Parliament. In parti- 
cular, it had been specifically provided that the revenues of India should not be 
employed, without the consent of Parliament, for aggressive purposes beyond the 
frontiers of India.* But during sixty years of its suj)reme power, Parliament has 
never been able to check the militarist tendencies of the Indian Government. 
If we would judge the mother of Parliaments charitably, we would say that on each 
occasion the outbreak of military operations has been so manoeuvered that Parlia- 
ment was cither led to believe that the ii.se of Indian forces and Revenues outside 
' the frontiers of India was necessary to prevent a threatened invasion of India, or, 
more cleverl}’ still, that it was too late to interfere and, therefore, the best course 

, * Section 55 of tlic Government of ludia Act, 185S provided that “Except for preventing or repel- 

ling aetuai invasion of Her Majesty’s Indian possessions, or under other sudden and urgent necessity, tlie 
revenues of India shall not, without the consent of both houses of Parliament, he applicable to defray the 
o.\-penses of any military operation carried on beyond the external frontiers of such possessions b'yHor 
Majesty’s forces cliargdd upon such revenues.’’ This section is practically reproduced in S. 22 of thh 
Government of India Act 1915. ' • 
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was to grant tlie rec[uirecl consent.* If we are inclined to be critical or censorious, 
ne Would sa}’- the British Parliament has never had sufficient leisure or intelligence 
to judge clearly of such distant issues as were involved in the Indian frontier 
r policy ; or, harder still, that the collective representatives of a nation of shop- 

keepers could never find it in their hearts to refuse a proffered help, or to allow 
themselves to he entangled in the struggles in which an alien dependency was 
ruining itself. Besides, the saving clause in the Act was specifically confined only 
to expenditure on military adventures. It had nothing to do with civil ex- 
penditure which may be manipulated freety by the Indian Government mth- 
out the Parliament ever knowing anything about it. For one thing it had no 
opportunities of discussing Indian questions, f And even if a small clique of 
members could find time to rai.se a debate on Indian financial interests, the 
official representative of the Indian biueaucracy in Parliament could either 
silence the malcontents by a show of superior wisdom and interior knowledge, 
or, as more frequently happened, by setting of representatives of English 
interests again.st these hardy champions of India. J 

But even if these things were otherwi.3e; if Parliament had reserved more 
opportunities of discussion, had more members competent to discuss, more time 
to spare, it is not at all certain that Indian Finance would be controlled in Indian 
interests§ The utmost that the British Parliament can do with advantage to India 
and credit to itself, is to see that in India Indian interests and Indian representa- 
tives get fair play in purely Indian questions while not sacrificing India to the 
widerj.ssues of the Empire or world politics. 

THE SECRETARY OF STATE FOR INDIA IN COUNCIL. 

The responsible head of the Indian administration in England is the Secre- 
tarj’ of State for India — a British Cabinet Minister. Theoretically, Idee the entire 

British Cabinet, he is re.sponsible to the Parliament; and may be argued to con- 
trol tlie public finance of India under the salutary dread of parliamentary criti- 
ci.sm. In reality he has no such dread. Until very recently, his salary and the 
expenses of his Department were not borne by the English Exchequer, and could 
not, therefore, be criticised by Parliament. His Council, originally intended to be 
a conclave of experienced men in Indian affairs forming an independent, advisory 
council, has .since 1869:71 come to depend more and more on the Secretary of State. 
They have no independent information, no means to bring to book a too abso- 
lutist Secretary of State. They are divided among them by the system of commit- 
tees, and are working under the terror of the Secret Committee. The Secretary is 

^ a member of the British Cabinet, a leader of the House of Commons, a favourite, 

) 

* This is not the fate of India alone- The executive can force the hands of Parliament even in England 
since I’oreign affairs are practically beyond the purview of Parlliament. The Logic of accomplished facta 
is often irresistible, hovever encreous it may be- ^ 

i Until the Montague Chelmsford Eeforms the Expenditure of the India Office was defrayed out of the 
Indian revenues, and so Parliament could not raise discussion on Indian questions at any moment when the 
House would be full, and attention close. Sii ce this year that great evil may be said to be over, 
i Particularly in connection vith the outl.ay on Ballways as against that On Irrigation Works. 

Indian opinion before the Welby Commission desired to obtain direct Parliamentary i epresentation 
1 1 r India The present day opinion seems to have understood the futility of such a concession, even If 
it was accorded with reference to the special object in view. 
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possibly, of. the British people. If he clillers from the Council, he speaks with 
all the weight and authority of a Cabinet Minister, all the aplomb of the man who 
knows he has the ear of the public while his opponents have not. He can defend 
them before Parliament, and can have his policy vindicated bj' the ready votes 
of his party’s majority. Under the circumstances the minister tends to be the 
absolute master — the only controlling power the adminstration of India. 

CXVI. THE GOVERNMENT OF INDIA. 

. But the Secretary suffers from two great di.sadvantagcs. He has no personal 
knowledge of local Indian conditions, no contact with Indian opiiiion, no interest 
in Indian questions. His office is only a.stepinhis career which does not depend 
necessarily upon the credit he gains in that office. He is moreover at such a dis- 
tance from the country of whose destinies he is such an absolute master. The 
government on the spot has all the advantages wliicli the Secretary of State lacks. 
They can confront him with the same inexorable logic of accomplished facts which 
frequently serves to involve the Parliament in a course of policy adopted without 
its previous concurrence. The political wisdom of not detracting from the aixtlio-* 
rity of the local powers makes the responsible Minister often unwilling to inter- 
fere in Indian matters, even when his own judgment would not .support a particu- 
lar course. The de facto authority to control the Indian 'finance is, and must be, 
the Government of India. The complaints as regards tlie control of Indian Ilinan- 
cial administration is not that the Government cannot control, but that it will 
not. As the head of the bureaucracy, it must support the bureaucracy. Q'he 
Legislative Councils have no power to vote or veto the Budget, though since 1909 
they have been given the right to discuss some of its items, and offer a few recom- 
mendations.* The Minister in charge of Indian Finance is a member of the Indian 
Government, and must necessarily .suffer frojn all the disadvantages incidental 
to the constitution of that government. He has neither the power nor the sanc- 
tions that his prototype — the Chancellor of the Exchequer — can command in 
Englandf. -The spending departments are not only independent of him; they 
have as much access to the head of the Government as he has, and can make him 
adopt their point of view, more easily than the Finance hlinister can.J He 
cannot contend alwaj^s with success, single handed, and without the support of the 
public opinion constitutionally expressed in the council behind liim, against the 
combined pressure of the spending departments. He has, under the Indian system, 

* The right to raovo llesolutions iii the council on financinl topics is shown of all its liossibillt-ies by the 
provision of a standing oifidal majority in the Siipreine council. ICo resolntion can pass the council which 
the Government do not like . And even if it he passed* it is not incumbent upon the Govemuieiit to give 
effect to the Rosolutioii. The only value of the right lies in the opportunity it alfords to express dis* 
approval of a particular course adopted by the r 4 overninent an expression of a pious wisli on tlie part of the 
non-official public, and the moral pressure whicli such an 0x1)10*^81011 of opinion might create* ^ 

t In India tue Revenue authorities are not concentrated in Calcutta as tliey are in London, and they 
are not subject to the Pinancial member as t he English revenue authorities are subject to the Chancellor of the 
Exchequer. The Emniicial member, therefore, cannot command expert assistitnce at the head-quarters 
in the sauio degree as the Chancellor of the Exciiequer/' \Velby Commission Report para 55 * 

X bis evidence before the Welby Commission. “ Since the events of 1885 and tlie 

establishment of the Russian power in Central Asia, the balance of influence between the Financial members, 
and other members of the council, more especially, I should say, the military members, has been radically 
uisturhea by the verj” great preponderance being given to militarj^ considerations”. By the decentra- 
Jisation of Finance the Viceroy's mUuencc was removed from internal questions to tjiose of Foreign affaire 
and the Army. * 
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no means of knowing in advance, mncli less^of restricting, any proposed increase 
in tke expenditure of a great department. He can, sometimes, carry Ms point Try 
the support of the Secretary" of State; but there is no means of direct communi- 
cation between them, no regular system of appeal on disputed points.* The 
only items of expenditure he can economise in or used to be, the Provincial 
expenditure, which, however, meant a loss of the barest means of necessary 
improvement to the country. 

The existing authorities are, therefore, all unable for a variety of reasons 
to exercise effective control over Indian revenues and Expenditure The only 
means to achieve such a control is to grant to the Legislative bodies in India a 
complete power of the Purse, as regards the revenues and expenditure subject 
to their jurisdiction. 


CXVII. THE MONTAGU'CHELMSFORD REFORMERS AND THE 

INDIAN BUDGET. 


The recent Constitutional Reforms have made no material change in this res- 
pect. Parliament still remains the sovereign authority for controJling financial as 
well as other aspects of the general policy for the Government of India; but there 
is no reason to believe that the institution of a select Committee or quinquennial 
commissionf will enable Parliament to take anymore real interest in Indian affairs 
than it has done in the past. J The occasion will no doubt be provided for dis- 
cussion of Indian affairs by transferring the salary of the Secretary of State to the 
British Estimates ; but unless we can be sure that the members of Parliament 
would have more time to devote to such abstract questions, or more intimate 
knowledge, we shall continue to be sceptic as to the ability of the British Parlia- 
ment effectively to control the expenditure of the revenues of India. The real 
Governmeof of India must be in India, and the control must also emanate 
from India. Wliile India is a member of the British Empire, the utter 
abolition of Parliamentary control is, of course, out of the question ; but the 
admission of the necessity of Parliamentary sovereignty does not bind us to 
accept the Avill and power of Parliament effectively to control Indian finance in 
Indian interests. There is in fact a grave danger should parliament take, not a 
national, but a partisan view of Indian financial or fiscal questions. There is, 
therefore, a fundamental defect in the Reform proposals from the standpoint of 


* 4 suggestion was once made by Sir A. Colvin to provide such a system but it would be injurious to the 
true interests of India by removing the controlling authority to London. 

t '' We recommend, tlierefore, that the House of Commons be asked to appoint a select committee on 
Indian affairs at the beginning of each session. Such a select committee would e.vercise its powers by’in form- 
inn itself from time to time upon Indian questions and by reporting to the House before the annual debate 
on Indian estimates. Like other select committees it would have no administrative functions. The Secretary 
of State would appear before it to answer questions about those aspects of Indian administration in whieli 
he and therefore Parliament, continued to exercise the right to interfere- . .There would thus soon grow up a 
bodv of men In Parliament who took a continuous, and well imformed, interest in Indian questions ; and 
hv the committee’s reports the House of Commons would be invited to focus their attention in the debate 
on tlie Budget on matters of importance which had arisen during the year ” para 205- 

i As between the Select Committee and quinquennial Commissions of Inquiry, the latter must necessarily 
he of secondary interest from the point of view of continuous attention in Indian questions- But the commis- 
sion would resuscitate an old expedient under the Company’s rule, the Parliamentary Commission of inquiry 
on Indian affairs . Judging from the goods these twenty yearly inquiries are supposed to have done 
in financial matters, there is reason to hope that the new commissions may also prove fruitful iti their own 

way. 
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financial conU'ol. They make the Government of India reaponsiblo to Parliament, 
not to tlie people of India, for tlie peace, order and good goveinment. It may be 
a necessary stage in tlie political evolution of tlie Indian constitution ; but while 
it lasts it will nevertlieless be a mistake. 

Tbe Government of India are, therefore, the effective controlling authority 
in Indian Finance, and they are not responsible to the Indian people. It is true 
the Government of India are to have a Legislative Assembly of 100 members m 
which the official majority no longer will prevail. But in all essential matfers 
the Government 'of India retain their absolute power. T he \ iceroy lias the light 
as before to veto measures of the Legi.slative Assembly, and to pass his own 
measures by means of Ordinances. In exceptional cases an official majority 

can be called into being, if necessary, to carry out the wishes of the Govern- 

ment of India over the heads of a di.ssentient majority in the Legislative Assembly. -=■ 
That these measures are in their nature extraordinary, and cannot be resorted 
to except on very rare occasions, does not detract from their being powerful w^ea- 
pons in the hands of the executive and evidences of distrust of the Indian element 
in the Government. Even in ordinary cases, the Viceroy can, under the Reformed 
constitution, pass a measure over the head of the ] legislative Assembly by certi- 
fying that in his opinion it is necessary for the peace, order and good Government 
Jf the country. What applies to general legislation applies also to Budget pro- 
cedure. The Indian Budget still remains the child of the executive .Government, 
and cannot be voted upon by the Legislative assembly.f There is no doubt 
the power to move Resolutions on the Budget ; and there is no longer the dread that 
the Resolutions wall be defeated, as heretofore, by the votes of a standing official 
majority. But the Government are not bound to accept or give effect to these re- 
solutions, which would thus be wortbless from the standpoint of exercising effective 
control, whatever the moral value of such an expression of public opinion officially 

recorded may be. 

It is thus only in the Regions of Provincial Finance that we can find, under 

the new Reforms, a degree of control accorded to the Indian representatives. The 

financial organisation in the Provinces is unavoidably complicated by the 

•dea of Diarchy. The division of funds is necessary between the Reserved Subjects 

and the Transferred Subjects ; the need for increased expenditure on Transferred 

' wp <;pek is some moans for use on special occ.asions, of placing on the Statute hqoh, after fulliniblicity 

..a auASn nerm^ measures to which the majority of .meinhers in the Leghslative Assembly may be 
n went We seek deliberately, when tlie purpose justincs us, to depart from popular methods 
iin^\ illing to asje • obvious that no device which confonns to those methods can possibly serve our 
ot legislation , and It 18 oDvioi^ conclusion that wo should employ the method nou familiar 

Fn i muininstiStiOTS^ maintaining such a number of votes, igion whicli the Government canm alleircum- 
to nFio eLure the passage ot the legislation it requires. It is here alone, and only (as imU be 

se“rStei) for use in cases where it is obviously necessary, that we propose to peipetuate the official bloc 

(Para 27^ will, oF course, be° subject to the procedure which we have recommended inres- 

f Bills The Budget will be introduced in the Legisiative Asoinbly. but the assembly 

w^n^not v^te it ™lesolutimi upon Budget matters and upon all other questions whether moved in the assembly 
Will not vote It. we o n H advisory in character. But since Besolutioiis will no longer be 

in the by tbe vote of an official majority, they will, if carried stand on record as the 

defeated in the AS em ^ ^ jg events more representative than the Legislative Coimcil winch 
consideied op n o . of ^ no > significance ot Besolution will be enhanced ; there will a i'eavder 

leSbility upon th^ them hecausi of their added weight ; and the Government’s responsibility 

for not tHiking action upon tliom wili also be heavier xjara w84: Ibid. 
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Subjects IS equally potent ;=:= the importance of finding funds foi- either helf of tlie 
Provincial Governmmit is beyond question. At the same time all the laboured 
enunciation of the principles of Provincial autonomy would be futile if no dem-ee r/ 
local legislative control were accorded. Hence the Report recommends ; tlmt the 

provincial Budget should be framed by the Executive Government as a whole i.e. 

Mimsters and Councillors acting together. The order in which the provincial 
funds are to be employed is : fii-st the contribution towards the expenses of the 
Go\eiument of India , next the amount needed for the Reserv^ed Subjects ; finally, 
the money wanted for the Transferred subjects. By considering the Budget 
in the Avhole Government, ample opportunities will be afforded to Ministers to 
acquaint themselves with reasons requiring a proposed supply for theReservs Sub- 
ject, and to put in their dissent if need be. By leaving theTransferred Subjects, which 
would be constantly expanding, to be provided for the last, the deficit, if any, will 
appear to be incurred for a transferred Subject, and the taxation proposed accord- 
mgly by a Minister.f The Budget will next come before the Provincial council 
which may discuss it, and vote upon resolutions for the allotments. But 
neifherin this case nor in the case of the Government of India does the Legislature 
acquire power under the Reforms to vote upon and pass or reject the Budget.t 
The only difference that occurs in regard to provincial Budget procedure is that 
the Resolutions of the Council on Transferred Subjects would be binding upon 
the Government and must be given effect to. 


The Report assumes that the entire revenues of a province will be brought 
into one provincial treasury, and from thence funds will be allocated to the res- 
pective seiwiccs as provided in the Budget. In commenting upon this arranoe- 
nient the Govenment of India observed. “But we musf point out that even leason- 
able men will at times, in all good faitJi, cbffer vitally from other reasonable men 
when it is a question of providing supply for work which the former arc responsible 
lor safeguarding ^nd developing, while the latter are only concerned in gettino- n 
share of the money for other work.”-§ They pointed out the possibilities oft genuine 
difference of opinion on the following points ' 

. “(3) How, to what extent and by whom tlie balance at the credit of a pro- ' 

. viucc may be drawn upon ; 


(2) How money can be obtained -either by taxation or by borrowing for the 
‘ needs of a Reserved subject; - 


lUOuey to lieep the administration oi the reserv^ed '^-'^ccutivc 

f ’1° secuung that to the expanding cost of the transferred efccieut, and 

tlou of the total revenues is devoted.” Para 255 Ibidr '-‘au.ieirea seiMces alairpropoi- 

note that the Report avails itself of a convention of the Dritish constitiif in,, ir. , 

taxation proposed hy thrieEHati , a uiteiestb 
mowon of a minister ot the crovTi. ^ -negisiatuie except on tlie 

,+ ‘‘ft the Legislative Council rejects 01 modifies the pioposcdallotinenttoi jesei\prl «nhip,fp 
fcliOUld luve power lo insist on the whole or any pait of the allotment oripiiVnfw t.oveiiioi 

be staled Tie 

opinion that 

newssarj foi bv 

thb left hand viJI take aw.fy. ' ' ■- -* Hand gi> es what 

§Para 05 ol the Itctorni Dispatch Ko. 1. 





(3) How tlie liability for tlie interest and sinking fund charges of a loan 

can be laid upon the authority for whose purposes the loan was 
raised ; and 

(4) How the proceeds of taxation are to be secured for purposes which renders 

the taxation necessary.” 

On all these questions they considered the system of a single fund for provincial 
demands would not work. Given the Diarchy, the Government of India considered 
the resources of eacli half should be kept apart, as no definite regulation made in 
advance could serve the object of avoiding conflict of opinion*. Besides it is 
fundamentally false to leave room for the belief in the minds of either half 
of the Provincial Government that the encroachments of the other deprives it of 
its legitimate field for expansion. Neither tlic popular nor the executive half 
should be in a position to refuse funds to the other. Tlie Government of India 
also felt that the scheme offered no incentive to cconomj", or development of 
the resources whether under the Reserved or the Transferred Subjects, for “ undcf 
the pooling system any improvement which either lialf of the Government can effect 
goes into hotchpot, and they get no direct advantages from it, possibly no advantage 
at all.”t The Government of India propose their own solution-breaking up of the 
Provincial resources into two distinct sections. The credit balances, the Revenues, 
the Surplus and the Expenditure,, .should, after a careful inc]uiry and neces- 
sary adjustments, be allocated exclusively to each half of the Government 
cmcerned in the matter.. J 

For the two halves of the Government in the Provinces, ivith their distinct 
piu'poses, the Governiueiit of India still recommend a single Finance Departmeul’ 
pre.sided over by an officer to be the financial adviser of the Local Government. § 
The functions of this new Finance Department have been thus defined : “It 
is in no sense an overriding power. It is not a body that cither dictates or vetoes 
policy. It watches and advises on the financial provisions which give 
effect to Policy. It criticises proposals and can ask for further consideration. 
It points out defects in methods of -’as^essuient and collection ; it can demand justi- 
fication of the new expenditure from the department which proposes it, it can chal- 
lenge the necessity of spending so much money to secure a given object.”^ Of course, 
the powers of this new department must be identical as regards either half of 
the Government. In addition to this Finance Department acting as the watch 
dog of the public Purse, there would be the Legislative Council. Though the powers 
of the Councils are to be at the outset only those of scrutiny and recommendation, 
and not of a definite disallowance of expenditure, the Council, in the opinion of 

’fPani 00 of the Reform Pispiitcli Xo. 1* 

Ibid. 

tPara 70 of the llctorm Dispatch Xo. 1. 

§The officer will be appointed by the Governor on the advice of his SUnisters. To be effective this 
appointment should bo detinitely placed outside any possibility of popular favour or disfavour. 

^Para74 of the First Dispatch of the Government of India on' Itufornis. The duties have beffij 
thus uumuiarisud in Para 7 5i 
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the Government, of India, witli their committees on public accounts, can perform 
very useful purpose in securing efficient control of the actual administration of 
finance.* 

CXVIII. THE INDIAN AUDIT SYSTEM. 

Constitutional provisions for the safe-guard of public expenditure are, in the 
nature of things, general principles indicating the course to be followed. The 
machinery to certify that the course has in fact been followed, that no departure 
has taken place from the approved course, or, that if it has, effective safeguards 
are immediately put into operation to correct the error and prevent its repetition, 
is to be found in a well devised Audit system. The Indian audit system is so 
obsessed with codes and formalism that it can scarcely be expected to satisfy 
the requirements that such a system should possess in democratic government. It 
works with a mechanical precision, which never challenges the wisdom or propriety 
of expenditure incurred under orders of apparently competent authority. The 
system is so vast vre can hardly hope to reproduce here even its most salient 
features in the briefest form, f Luckily its obsoleteness has determined the 
Government of India to overhaul it to provide an entirely new system for the 
audit of public accounts under the new regime. > 

The main objection against the present audit system is that it is mixed up, 
with other functions, not at all connected with Auditing. The Auditor-General 
for instance, is also Comptroller of currency, though the two office have 
nothing in common. J The first reform, therefore, which • would coufine 
the audit system only to an examination of public accounts, must start 
with relieving the audit officers of their currency function- The auditor who may 
be an independent dignified officer, free and competent to perform his functions 


♦“ Before this committee we propose that all Reports from the Tinance Department on excess of 
rcappropriations exceeding a limit which will be prescribed. 

T I'he following extract from the Welby Commission may, however, be appended to show its general 
features : " The chief auditor of the Indian iimpire is the Comptroller and Auditor-General, a high olHcer 
of the Central Finance Department at Calcutta. The actual audit of expenditure, iiowever, takes place not 

in Calcutta, but in the provinces where expenditure is incurrred Tile officers in charge of the District 

Treasury chests send at the dose of eacli month to the head quarters of tlie Province an account with vouchers 
of their receipts and issues during tlie months. (The wliole of the Indian expenditiue is paid through the 
District Treasiuies). Tims the whole of tlie public expenditure of the province comes before the audit officer 
at the head quarters of tlie province The accountant general audits in detail all the issues for dvU admi- 

nistration wliether central or provincial. Immediately after the close of the month, officers charged with civil 
expenditure send tlieir accounts for tlie montli with vouchers to the head quarters of the province. The 
Accountant-General then begins Ills audit. His officers are guided and bound in their work by minute and 
exliaustive code of regulations, and they disallow items which are insuffidently vouched, which are not covered 
by proper authority, or are otherwise not in accordance ivith Act or regulation. The disbursing officer 
lias, of course, opportunity for explanation and the Accountant-General accepts or rejects the explanation. 
If the Accountant-General rejects the explanaton, he orders recovery of the money ivrongfully disbursed, 
and the Treasury Officer is bound to enforce the recovery. If Iiowever, the person from ivliom the recovery 
is to bo made appeals to the Local Government and that Government supports himrecovery may be suspended 
pending reference to the Government of India. All objections which are raised by the auditing officers are enter- 
ed in a book and the Accountant-General is specially enjoined to give attention to tliis book, which he formally 
reviews once a quarter. Any objection as to which the Accountant-General entertains doubt is referred to the 

Comptroller and Auditor-General The book of objections is open to the inspection of the officers whom 

the Comptroller and Auditor-General sends to perform the test audit Each account is audited by the 

middle of the month succeeding that to wliich the expenditure belongs, and the audited accounts are then 
submitted to the Comproller and Auditor- General by the Accountant-General, who, if he thinks fit 
attaches his own comments, 

The audited accounts reach Calcutta towards the close of the month followng tliat to which the 

expenditure relates He (the Comptroller and Auditor-General) consolidates these various accounts 

into one general account for all India, which he lays befoie the Financial member of the Counci in six weeks 
or two months after the e.xpiry of the month to which the expenditure belongs." Para 72, majority Report 
Welby Commission. 

There is a similar audit system for the Army and Public Works Department. 

t “ The explanation ol this anomalous combination of functions is probably to be found in this that 
wlicu the Government of India took over the function ot note issue from the Presidency Banks, and s et apart' 
a certain reserve against tlie notes to bo invested in Government Securities, the necessary work of account- 
ing suggested the Comptroller and Auditor-General to be the best officer to look after the whole currency,* 
system. 

54 



4^6 

wduld be secured by making that department entirely outside the ordinary maclii- 
nery of Government, his salary somewhat in the nature of a Consolidated ITund 
Service in England, his appointment to hold good during good behaviour.* The 
audit officers, moreover, will not be performing the higher functions which might 
be expected of them in the early years of popular government in India, unless 
they are able and authorised to rely more on their judgment and discretion rather 
than on the mere mechanical work of going through the accounts item by item. 
The auditor’s real work would lie not in examining rules and precedents, but in 
scrutinising the authority as well as the necessity for a given item of expenditure.t 
If the entire audit system is revised on these principles, the Government of India 
expect its operation in practice somewhat as follows : — “Each audit report which 
deals with provincial subjects will be submitted to the Governor for communi- 
cation to the executive authority concerned, whether member of executive council 
or minister. Copies will go simultaneou.s]y to the Finance Department of the 
Province, which will take orders up on the Report. In the case of reserved subjects 
the Governor in Council will dispose of the report, and will have power to condone 
surcharges and disallow^ances, except whore they relate to definite infringement 
of orders from the Secretary of State or the Government of India. In the case of 
Transferred subjects, ministers will have an exactly eorresjioiiding position. Rut 
in each case the Finance Department will place the report and the orders upon it 
before the Committee on public accounts. "Where orders from the Goverimicnt 
of India or the Secretary of State have been infringed, it null refer the matter to 
those authorities through the Auditor-General. Otherwise the Committee on 
public accounts will have the right to examine all audit objections and executive 
orders passed upon them, and to make recommendations to the Legislature. It 
will then be for the Legislative Council to decide whether to move resolutions 
in regard to any matter Avliich in their judgment recpiires more discussion or pub- 
licity. * * * * * In this sketch of procedure there is Jioihiug that derogates 
from the right of a provincial audit officer to bring financial irregularities to the 
notice of his local government, or of the Anditor-Gcneval to bring to the notice of 
the Secretary of State any matter in which he considers tJiat the action of a local 
government has been perverse or contrary to public interest. ” J 

The only fault that we have to find with this outline of the constitutional 
aspect of public audit is the wide latitude of powers it leaves to the Governor in 
Council as regards reserved subjects Expenditure. A full control of public ex- 
penditure requires that it should be equally subject to a revie-w in all its items by 
representatives of the people, as for example the committee on Public Accounts. 
Otherwise the system promises Avell. 

■ * The Government of India propose in their First Despatcli on tliellefonns that the Auditor-General 
be given a Statutory position of Independence, and that his stall be similarly protected. See para 77. 

t The audit will not only ace whether there is quoted authority for expenditure, but will also inves- 
tigate the necessity for it. It will ask wlictlier individual items were in furtherance of the Bclicmc for whioli 
the Budget provided t wlvetlicr tlje same result could liavc been oMinrwiso obt.:iiiied Avltli greater economy 
udiether the rate and scale of expenditure were .lustilied under the clreuinsianccs; in fact, they will as}, every 
^Mblon_.that might be expected from an Ijilclligent lax-paj er bout on getting the best value for his money’' 

J Par* 78 of the First Despatch. 




PART VII. 


— — ^ 

CURRENCY AND EXCHANGE. 


CXIX. INTRODUCTION. 

I have already discussed tlie evolution of the Indian Currency system from 
the days of the Company down to the end of 1916 in my work on “ Indian Currency 
and Banking Problems ” published in 1917*. The origin and working of the pre- 
sent system based on the Gold Exchange Standard have been there explained and 
criticised. I shall, therefore, here confine myself only to a discussion of the effects 
of the War upon the Indian Currency, and the problems tliat have arisen in conse- 
quencef. 

When the last Royal Commission on Indian Currency and Finance uTote 

“ Our view is that India neitiier demands nor requires gold coins to any considers* ’ 
ble extent for pirrposes of circulation (as opposed to saving or hoarding) that the most 
generally suitable media of internal circulation in India are at present rupees and. 
notes, and that the Government should as opportunity may offer encourage notes while 
providing — and this is the cardinal feature of the whole system' — absolute security for the 
convertibility into sterling of so much of the internal currency as may at any moment 
be required for the settlement of India’s external obligations,” 


none of the members of that body envisaged or contemplated a situation at all 
similar to the one that has developed as the result of the influences at work during 
the war period. For sixteen years after the value of the rupee had been fixed at 
an arbitrary figure, Is. dd., it was so maintained ; and facilities were offered for the 
conversion of the rupee for purposes of settling India’s international obligations 
or dues within points ascertained to represent the cost of transport of bullion to 
and from India. In the first days of the war the situation was so far similar to that 
contemplated by the Chamberlain Commission that the Government, acting 
in the spirit of the Commission’s recommendations, had to afford a guarantee for 
the maintenance of the exchange value of the rupee in terms of the international 
medium of payment : Gold. For the first few months of the War the guarantee 
was practically utilised, and Reverse Councils to the total -amount of £ 8.7 mil- 
lion were sold in India to be paid in England out of the Gold Standard Reserve. 
From and after the commencement of the financial year 1915-16, the situation 
began to alter perceptibly. The large outlay of the Government of India on behalf 
of the British Government, increasing every year in amount, more than balanced 


♦ " Indian Currency and Banking Problems ” by M. B. Tannan and K. T. Shah. As tbe pre 
fn file work declares, the section dealing with the currency system is exclusively my work, though the 
noMibility was tS by the authors jointly. . The draft Act for the Reform of the Indian Currency system 
as^iven in the appendix is also the present writer's. (PubUshera. Eamchandra Govind & Son, Bombay). • 
as of what follows is the substance of an article contributed by the present author to the Mysore. 

IJcopopnic journal ip October, 1919. 


As the preface 
res- 
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the obligations of the Government of India irayable in Biigland as Home Charges. 
The invisible imports of India averaging £20 million a year, were ihiis met by the 
recoveries of the Secretary of State from the I3rjti.sh Exchequer, and one great 
factor in influencing Indian Exchange was temporarily reversed. J. On the other 
hand as the war continued trade began to be adjusted to the new conditions ; 
the exports of the Indian produce began to increase in value if not in quantity, 
thanks to the urgent War demands of the Allies. On account of diversion of freight 
for military transport purposes, and later on, on account of its absolute scarcity, 
combined with the change in English industrial organisation for the imoduction 
of munitions, the imports of foreign produce into India began to diminish. 


Exports and Imports of Merchandise on Private Account. 


Year. 

Exports. 

Imports. 

Net Exports. 


£ 

£ 

£ 

1909-10 

125,253,000 

70,040,000 

47,213,000 

1910-17 

139,921,300 

86,236,000 

53,685,300 

1911-12 

161,896,100 

92,383,200 

59,512,900 

191 2U3 

164,364,800 

107,343,900 

57,020,900 

1913-14 

165,979,200 

122,166,300 

43,753,900 

Average for 5 years . , 

149,470,900 

97,233,700 

52,237,200 

1914-15 

121,061,100 

91,952,600 

29,108,500 

1915-16 

131,586,800- 

87,560,200 

44,026,600 

1916-17 

160,591,200 

99,748,000 

60,843,200 

1917-18 

161,700,000 

100,280,000 

61,420,000 

1918-19.. .. , 

169,230,000 

112,690,100 

50,510,000 

Average for 5 years 

148,8.33,000 

98,446,100 

50,387,700 


A large balance thus arose in favour of India which was all the more signifi- 
cant because the old converse stream of payments from India in the shape of 
Home Charges had dwindled into nothing. The prevalence of liigh Income and 
Property Taxes in the United Kingdom had, moreover, induced the English mer- 
chants and capitalists in India to postpone the remittance of their profits to Eng 
land, and to re-invest them in industrial or other securities in India itself. 


The mechanism of Exchange was thrown out of gear. The Councils, ori- 
ginally used to meet the Home Charges, were, according to the recommendations 
of the Chamberlain Commission, to be used to liquidate the trade balance if the 
resources of the Government permitted.* They were now used (since the Financial 


t , The amount of the recoverable expenditure incurred by tlie Government of India on behalf of the 
Imperial Government between 1914 and the present date has exceeded 240,000,000 and the expenditure 
of this nature has not yet ceased. Para 13 of Eeport. 

* ‘‘ It may be said that it was necessary for Government to supply up to tlie limit of their power the 
demand of trade for funds iU India. We have already saidthat we do not favour the view thus implied. Tlie 
interests of trade aroj indeed, of iiyiortance, but it is not the business of Govemnient to favour trade 
at -.the expense of general xevenue. (Report). 



^29 

year J 915-1 6) almost wholly for purposes of trade balance. In the first year 
of the period (79]6-16) Governinent maintained at' the fixed rate of exchange 
an unlimited sale of Councils sufficient in fact to meet and liquidate the entire 
balance in favour of India. But the strain began to grow as each week a largCj 
amount was demanded. The encashment of the Councils Bills at the treasuiie 
of the Government in India, or at the Presidency Banks was to be made in rupees 
or notes, which could only come from reducing the Government balances, or in- 
creasing the invested portion of the Paper Chirrency Eeserve and thereby freeing 
an equal amount of rupees for circulation. 

CXX. WAR AND THE MECHANISM OF THE INDIAN CURRENCY SYSTEM. 

Thus, then, the Government of India had, during the greater part of the war 
period, to face an entirely new situation. In spite of heavy, almost lavish invest- 
ments in the English war securities by the Government of India, the balance in 
favour of India could not all be destro)md. The gold, which in years immediately 
preceding the war, was becoming more and more acceptable to India for settling 
the trade balance due to her, was, under war conditions, impossible to obtain, belli- 
gerents and neutrals guarding and adding to their Gold Reserves with an uncanny 
jealousy.* The only alternatives open to the Government of India were : to 
coin new rupees, f to add to the note of circulation, J and, when both these were 
used to the utmost limits or prudence or good faith, to raise the exchange value 


to SOfcli 
Nov. 1919.) 


* 


Gold coin anti 

Silver coin and 

Total. 



bullion. 

bullion 



£ 

£ 

£ 

1909-10 


14440,000 

0,242,000 

20,688,000 

1910-11 


15,980,000 

5,714,000 

21,700,000 

1911-12 


25,178,000 

3,828,000 

28,706,000 

1912-13 


25,052,000 

4,383,000 

29.435.000 

19.713.000 

1913-14 


15,550,000 

4,163,000 

Total 

• . 

90,212,000 

24,030,000 

320,242,000 

1914-15 


. . 5,037,000 

6,676,000 

12,313,000 

1915-10 


3,207,000 

3,717,000 

6,'984,000 

1910-17 


2,797,000 

1,440,000 

1,357,000 

1917-18 


14,300,000 

971.000 

15,277,000 

1918-19 

.• 

15,000 

38,000 

53,000 

Total 

• . 

20,022,000 

9,962,000 

25,984,000 

t 


In open market. 

From United States Dollar Reserve 



(Standard ounces). 

(equivalent in Standard ounces). 

3915-10 


8,630,000 



1910-17 


124,535,000 



1917-18 


. . 70,923,000 



1918-19 


... . 100,410,000 


152,518,000 

1910-20 


14,108,000 


00,875.000 

Total 


324,612,000 


213,393.000 




The table shows the amount of Silver purchased by the Secretary of State in the last five years. The 
total amount is thus 538,005,000 Standard ounces. 


LAKHS OF RUPEES. 


t Gross Note. 

Circulation. 


Date. 

31st 51 .arch 

1914 

66.12 

Silver. 

20.53 


1915 

01.63 

32.34 


1916 

67.73 

23.37 


1917 

80.38 

19.22 


1918 

153.40 

37.39 


1919 

98.79 

10.79 

30th Nov. 

1910 

170.67 

47.44 




Percentage of total 

Eeserve 

• 


metallic Reserve to 

— A 



Gicss Note 

Gold. 

Securities. 

Total. 

circulation. 

31.59 

14.00 

60.12 

78.9 

15.29 

14.00 

61.63 

77.3 

24.16 

20.00 

07.73 

70.6 

18.07 

48.49 

86.38 

43.9 

17.49 

98.15 

153.40 

35.8 

27.52 

62.48 

99.79 

38.4 

32.70 

99.53 

179.67 

44.6 
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of the rupee.* Between April, 19T5 and the end of the last financial year, 1918-19, 
according to the Finance Minister, nearly 120 crores of new rujjees were put into 
circulation. The note circulation which was about Ks. 68 crores on 31 st March 
1914r, was according to the latest figures available over 166 crores. 

In spite of the concurrent application of all these remedies the situation has 
by no means improved. The Committee recently appointed to consider the whoh 
question and to advise upon it, indicates the gravity of the situation, at the sami 
time that it affords an opportunity fundamentally to reconsider the entire Cur- 
rency organisation of India. The subjoined table gives in a concise form all 
the important factors of the situation as they prevailed in the War years ; 
and judging from recent events, it does not seem that they have altered in any 
appreciable degree as yet : — 


The figures are in crores of rupees except in the last two columns. 


Year 


Exports Imports Excess 


Rccov- 

Coun- Homo Gold Silver orable Rs. coined 
oils. Charges Import Import Expen- 
diture 


1909-10 

. 187-96 

122-66 

65-31 

40-64 

29-68 

21-67 

9-44 


2,17,56,166 

10-11 

. 209-96 

133-70 

76-26 

40-02 

29-37 

23-98 

8-63 

rj t;0 

2,19,26,112 

11-12 

. 227-99 

144-46 

83-93 

40-83 

28-93 

37-76 

6-33 

C-2;S 

2,8074,320 

12-13 

. 246-21 

166-63 

79-68 

38-50 

30-42 

34-00 

17-20 


19,53, 69, 94p 

13-14 

. 249-00 

191-30 

57-70 

46-69 

30-46 

23-32 

13-03 

2 to ' 

13,15,68,537 

14-15 

. 182-17 

144-93 

37-24 

11-68 

30-31 

7-64 

8-87 


2,17,95,.$36 

16-16 

. 199-48 

138-17 

61-31 

30-36 

80-16 

-MO 

! 4-83 

18-0 

1,62,02,109 

16-17 

. 243-04 

160-23 

82-81 

49-04 

31-72 

13-23 

13-80 

38-5 

30,77,07,327 

17-18 

. 244-89 

164-35 

80-63 

61-28 

39-10 

25-17 

19-04 

66-00 

23,16,69,657 

tl8.19 

. 266-27 

188-56 

66-71 

31-35 

• * 

» « 

• • 

76-0 

• f • t 


By a comparison of the figures already quoted, it will be seen that : — 


(fl) While in the quinquennial before the war the net excess of exports of 
merchandise on private account amounted to Bs. 362-79 crores, dur- 
ing the war quinquennial the excess on the same account was Ks. 
328-62 crores ; if we include the transactions of the Government the 
net excess in l lie former period was 391 crores, and in the latter 
381 crores. 


(b) The net imports of Gold on jjrivate account during the first jjeriod was 
was Ks. 144. crores and of Silver Ks. 36 crores or a total import of 
precious metals of Ks. 180 crores. Against these in the following 
five years the total imports of precious metals were Ks. 55 crores. 
The gold import almost entirely fell off, the total for the period being 


• Date of Introduction. 

3rd January 1917 
28th August 1917 
12th April 1918 
13th May 1919 
12th August 1919 
15ch September 1919 
22nd November 1919 
12th December 1919 

t These figures are front tbe April issues of the “ Capital 
went of India, 


Minimum rate for immediate 
Telegraphic Transfers 
. . 1 4i 

..1 5 

'..1 6 

..1 8 

..1 10 

..2 0 

..2 2 

..2 4 

’ the others from the statistics of the Ctovefp- 
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Ils» 39 crores, of which T8 crores were acquired hy the Goverainent, 
leaving only 21 cfores for private absorption. Hence the demand 
for Silver, hence the heav^y purchase of silver by the Government 
of India, the rise in the price of silver, and, finally the rise in the rate 
of exchange. 

(c) The recoverable expenditure of over £240 more than set off the Home 
charges amounting to about £1 00 million and facilitated consider- 
able investments in British securities. 

CXXh THE REMEDIES SO FAR TRIED BY THE GOVERNMENT OF INDIA. 

We have deliberately left out in this brief review of measures adopted by the 
Government of India those restrictions on trade finance which were tolerated only 
on the excuse of the suj)remc necessity of finishing the fight successfully. They 
were, besides, in their nature nothing but palliatives which may lull the patient 
to sleej) but cannot cure lum of his malad}’’. Thus War-time restrictions on-finan- 
cial facilities to exporters from India by requiring the banks to curtail their ac. 
cominodation except to those dealing under Government License or those able 
to provide full cover, w'ould, iu normal times, have been resented by the Bankers^ 
who could have easily I'cudored such restrictions ridiculous. And even in wartime 
tlic banks w^erc bound by no larv to respect those washes of the Executive except 
for fear that on default they might be cut off from siich share of the Council Bills 
as ■would otherwise fall to the lot of the complacent Banks. But though the Banks 
did, to some extent, carry out this policy of restricted finance, it is doubtful if it 
was really helpful in reducing the strain. Similarly, prohibition of certain classes 
of exports, though restricting trade in those articles, did not affect the excess in 
value of the exports over the imports, and consequently can scarcely be described 
as a successful expedient in saving the Exchange situation. The only remedy of 
tliis description, wdiich may at all be said to have been successful, W'as the Gold 
Import Act. The forcible acquisition by the Government of all imports of 
treasure on private account, coupled, later on, with restrictions on the export of 
rupees or silver bullion from India, deserved a better fate, and might have been 
more successful if it had been applied earlier. The object of these measures "was to 
prevent speculative purchases of the ^jrecious metals ; and by centralising their 
supply in the hands of the Government, to provide an abundant supply as far as 
the demand was a genuine trade demand* Unfortunately the measures w^ere adopt- 
ed at a time when the crisis had already become tensely acute. The influence of 
the speculative element w^as by no means confined to the Indian market. • The world 
at large had agreed to a tacit conspiracy to withhold gold from India. The Go- 
vernment of India w'ere knowm to be considerable purchasers of silver. There 
AVas, therefore, no reason wdiy the shroAvd Yankee should not make a profit as much 
from his silver resources, as from the otJier suppUes Ijc oflered to the belligerents. 

' ' ..I . - ■ — I ■ I . , « , 

* 29th Juu« 1917. The gold Ho obtained was kept In the Pa^er tlirreucy ilebcrvc us a backins against 
additional notes. 
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It is quite true that the Government of the United States of America since 1917 
offered to co-operate with the Government of India in keeping the price of silver 
within hounds ; hut those hounds came to he fixed at a time when the price of 
silver had already broken its records for the last thirty years or more. Conse- 
quently in fixing the price the two Governments had necessarily to consider exist- 
ing conditions, and not the conditions which obtained before the war. The American 
restrictions on the price of silver, moreover, were imposed only for the duration 
of the war ; and, as soon as the war was definitely over, those restrictions were 
removed, ivith the result that we in India suffered from a most acute silver 
shortage in the first year of peace. Two rises in exchanges in 191 9 came too closely 
on the heels of the removal of American restrictions not to raise a reasonable sus- 
picion that tlie market had been kept in check by the co-operation of the American 
and Indian Governments, and that the moment that co-operation was withdrawn 
the actual situation had asserted itself. ’ 

Taking seriatim the three principal remedies oi the Government of India, 
coining more rupees, adding to the note circulation, and raising exchange, — the 
first had definite limits put to it, not only by the scarcify of supply and the conse- 
quent rise in price of the material, but also by the undesirability of adding too much 
to the circulation.* In his interesting Report on the Rise in Prices in India, Mr. 
Dutta gives the following table showing the growth in the circulating medium 
and its effect in prices. 

Growth in Currency Notes and Rupees in active circulation. 





Circulation 

Index 




crores. 

No. 

1884 



.. 115 

88 

1885 



.. 118 

90 

1886 



.... 117 

90 

1887 



116- 

89 

1888 



.. 118 

90 

1889 



.. 123 

94 

1890 



. 120 

92 

1891 



. . 1.31 

1.00 

1892 



. .. . 141 

108 

1893 



.. 132 

101 

1894 



. . 129 

99 

1895 



. . 132 

101 

1896 



.. 127 

97 


* There is no longer any room for doubt tliat the result ant increase in the expense of living due 
to high prices of food gnans , as also to other necessaries such as cloth, herosiue oil, and the hardships ■which 
this increase has entailed on tlie poorer classes and those on fixed incomes, have been a very important factor 
in promoting unrest and discontent. At the same time the cultivator, wlio would ordinarily be the first to 
profit by the liigh prices of produce, wliethcr food grains or other raw material such ns jute and cotton, 
has seen his prolits disappear owing to the simultancou.s rise in the price of other necessities, 'f'he wages of 
luiiuuaf labour have no doubt been to some extent readjusted, and ultimately the Wages of (lie clerical labour 
and other classes of employees will undergo a similar readjustment. But the process of adjustment, however, 
rapid, must Invariably be a painful one, which no amount of administrative palliatives, siicli as control of 
distribution, can alleviate. 
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134 
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115 

1902 
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143 

109 

1903 




147 

113 

1904 




152 

116 

1905 




164 

.126 

1906 




185 

142 

1907 




190 

_ 146 

1908 




181 

139 

1909 




198 

152 

1910 




199 

152 

1911 




209 

160 

1912 




214 

164t 


He concludes however ; — " This increase in the volume of metallic currency 
does notj however, appear to have been larger than what has been required by 
the growth of the business and other demands for currency, ” But since his report 
(here have been added to the circulation about 150 crores of rupees newly coined, 
of which 120 crores were estimated to have been minted during the war years, and 
about thirty crores fresh coinage during the three years before the war ; about 120 
crores in round figures to notes in circulation ; and a certain amount of gold coins, 
about £40 million worth of sovereigns^ in all. Against the estimated total circula- 
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1919 


. . too 

.100 

100 

100 

1911 


. . 96 

101 

107 

JtO 

1912 


112 

107 

114 

112 

1913 


118 

J07 

121 

117 

1914 


. . ' 122 

105 

120 

120 

1915 


130 

131 

122 

125 

1916 


.. 120 

217 

128 

151 

1917 


.. 120 

240 

134 

161 

1918 


.. 101 

205 

157 

184 


Xhe table exhibits the rise in Indian prices since 1912, tlie year 1020 being taken as the basic year for 
the preparation of the table. It may be noted that prices of imports increased by 265 % while those of ex* 
ports only by 157 %. 


igns in Public hands 


I In the table appended Xlr- Dutta has -not included the number of sovereigns in circulation. We get the 
iSet addition of sovere- amount by the following table, compiled from the report of the 
Comptroller of Currency. We cannot get accurate statistics 
regarding the absorption of gold coins during the War years- 
But the ligurcs given here, if totalled, Avould show a total gold 
absorption in the first fifteen years of the present century of 
close upon £ 70 million=I{s. 100/- crores at the old rate- It 
may be that for puriroses of circulation tire gold coins thus 
slrown to have been absorbedinto India maybe left out of account, 
since there is no reason to believe they might be used for hoard- 
ing purposes. But it must be remembered that these are corns, 
as distinct from gold bullion inrported in almost equal quantity 
during the same period artd tliat, therefore, the probability 
is not quite so strong for believing that they constitute almost 
wholly tire hoards. 


Year. 

in million sterling. 

1901-02 

£. 

.067 

1002-03 


2.198 

1903-04 

! ! 3,278 

2.937 

1904-05 


3.732 

1005-06 


5. 150 

1900-07 


7.427 

1007-08 


3.443 

1908-09 


2.800 

1909-10 


8.001 

1910-11 


1911-12 


8.801 

1912-13 


11.300 

1913-14 


3.907 

1014-15 

55 

• » 

5.023 
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. bf 214 crores of rupees and notes, in 1912 as report^^ shall 

klty of no overestimate if Ave put tlie total currenc/ I'esoiu'ces of India at tlie 

^ ^mt moment at 550 crores in all, of wliich rupees account for at least 

prese 

_ - . crores, notes for another 166 crores, and ffold coid® miUion.s 
oUU I ^ 

iMr. Dutta, in the table appended, found the rise i^^ index numbers of 

fly the same proportion as the rise in the volume of circulation, varyiug from 

' to year also in very nearly a direct ratio. He ^® shown by the 

^ ation. does not quite consider the increase in circulal"^®^ s.s being responsible for 

pse in prices, the increased circulation being, in hii® opii^ion, necessary for the 

anding needs of the business. Even admitting his j^osilion, there is no reason 

^lelieve that corresponding to the increase in the medium during the 

toh 
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elsei 


doc; 
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r years there has been a similar exjaansion in the ‘''olume of business. The 

1 amount of foreign trade for example, as can be from the table given 

where, Avas not much greater in the War years t^^^“ preAUons 3 ’ears 

if anything, the baiahing" facilities during the AA'ar been much increased, 

hoAvn by the ojaening of ncAv banks, as AA’eil as the pi'^re extensive use of credit 

^^%ments. Against the 585.82 crores AA'orth of ched’^^^® 1913-14, Avhich aaus 

largest pre-AA^ar number, there AAnre 851. 15 crores <’^^^9^’^® cleared in 1917-18 

he four clearing Houses of Bombay,' Calcutta, Karaf^^^ Hachas. The Caiai- 

'and Beserves, the Public and private deposits, all te'^^ same tale of increase. 

cannot but conclude that this increase in the mec^^^^^ circulation has an 

-esirable efi'ect on the price leA-'cl. 
und 

The problem of financing the trade balance in fav*^^^^’ Hnlia, if dependence 
placed exclusively on the coinage of new rupees, is fo be unpleasantly 

iplicated in the near future, and for some time to Avorld production 

ilver is falling ofi as shoAvn by the figures beloAv''*"- a{' ^ Avhen the Avorld’s 
land for silver is rising to previously unthinkable proportions. The Govern- 
it of India haAm been the most-considerable buA^erd Avorld market and 

lat demand continues there aaIII be no hope of redd^^^^8 price of siBer, as- 
ling that it is capable of reduction. The Governme^^ India are in the unf or- 
ate position of tying up their OAvn hands in advap^®’ t^citl}^ promising to 
lA^ert the local into the International currency anc^ versa. It aauII be no 
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I'he estimates of existing circnlation aie based on tlie figures of noteh ^ lU'ees said to byi e been i-oped 
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rupeepotainia campaign. 
Meso, 


public 


« Mine Production of Silver (in Pine Ounces, OOO omitted). 


Year. 

Canada. 

U.S.xV. 

Mexico. 

1910 

32,809 

67,509 

71,372 

1011 

32,559 

01,109 

79,033 

1912 

31,950 

60,041 

74,040 

191.3 

31,800 

71,200 

70,704 

1014 

28.44!) 

69,634 

27,547 

1915 

20,020 

72,369 

39,570 

1910 

25,400 

1 8,875 

22,838 

1917 

02.921 

70,660 

31,214 


itest ol the 
uoild. 
57,240 
67.€bS 
CO, 42a 
57,00C 
50,418 
47.180 
48,2b;i 
50.040 


Total of 
Morld. 
219,080 
25’y,SS-i 
233,000 
231,070 
170,018 
185,745 
175,456 
175,050 


S.— The statesman’s yciu- boob gives slightly difl'eient figures 
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real solution of the problem to suggest the maintenance of the Exchange value by 
a reduction in the v'eight of the rupee.* Not only would it be a breach of faith, 
which might be tolerated if the emergency -was so desperate ; it would introduce 
the most unwelcome confusion in the credit relations of private parties as well as 
the Government. The expei'iment. if tried, must face a not um’easoning distrust 
of the public as well as the possible contingency on a much larger scale of melting 
operations. If we assume that there are at least 300 crores of rupees in circula - 
tion, of which one-half may be melted down bj' such a temptation, the Government 
would have to face a serious demand for rupees without improving their position 
in exchange very considerabl)’. Their demand for silver, even to coin a debased 
ojie, would keep up the world prices against them. It is, indeed, possible that the 
supply may be added to by such melting. But as far as the Government are con- 
cerned, if there be an)’’ truth in the legend about the hoarding propensities of the 
Indian people, there would be no relaxation of the strain. 

The aliernativc of adding to the paper money in circulation is no better. As 
it is, the amount of paper in circulation, judging from previous experience, is beyond 
all reasonable rccpiirements, even allowing bberally for the increased popularity of 
notes on account of greater familiarity forced by the war. The increase is not 
brought about by the natural process of normal expansion of credit and the conse- 
quent supercession of cheaper for more costly forms of circulating media, but 
by the reckless additions in time and on accomit of the necessities of the War. 
As against the slightly more than 20 per cent, of the total currency issued against 
securities in the period immediately preceding the war, there is now nearly 70 
per cent, of the total circulation issued against such seciu’ities. And the bulk of 
these securities held in -England are beyond the control of the Government of 
India, and they show a tendency to depreciate.f The paper money, therefore, 
instead of offering a reliable, sound solution for the present problem, constitutes 
itself one of the gravest problems of Indian financial organisation. Eurther addi„ 
tious to its uncovered portion cannot be contemplated unless inconvertibility is 
accepted as an ordinary correction of unfavomnble exchange. J 

■ The rise in the excliange was the last remedy open to the Government of 
India to meet the growing balance of trade in favour of India, or at least to curtail 
it to manageable proportions. ' The Government were, indeed, aware of the gra- 
vity of such a step as much as their critics, if we are to judge from the evident 
reluctance with which the responsible Finance Ministers resolved upon the step. 
It was in manifest opposition to the declared policy of the Government, if not in 
contravention of their solemn obligations, always to afford ready facilities for 
the conversion of rupees into gold and vice vena There can be no dispute that 
tlie rise in Exchange would hurt the prospects of the export trade. The attempt 
was, indeed, made at first to justify the measure as a war necessity. But it was 


See para 38 of tlie Report. ' 

t In all over £130 million sterling in the two rcSen'cs combined. 
t See para 41 of the Report condemning Invertible paper. 
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too pahifiill}^ palpable that even when the war wonkl be over tlierc was no imme- 
.fliate prospect of restoring tlie old level of Exchange. It could be said, with some 
justification during the war. that the rise in Exchange was not really materially 
a hardship to the Indian exporter as his goods would be demanded no matter 
what the prices. * There was no effective competition ; and the demand was 
almost unlimited so long as the supplier was willing to accept promises to pay in 
exchange for goods supplied. But now that the war is over, now that the trade 
restrictions against the erst while enemy countries have been removed, or are in 
process of removal ; now that those countries, stirred on by the double incentive 
and defeat and indemnity, are likely to engage and be encouraged in the trade of 
the world with all the intensity that five years' exclusion from the world markets 
could lend, all the advantage that a low exchange could afford, all the facilities 
that accumulated stocks of easily marketable commodities can supply ; there is 
every reason to apprehend now that the trade of India would be most gravely 
prejudiced by these continued rises in Exchange. 

There is an excuse for the Government of India in that the high exchange sup- 
plies them with abundant funds clieaply in. England, enabling them to pay off 
their Home Charges at a much reduced cost in rupees, *{• This is' an argument 

entitled to respect from every financier interested in the stability of the finances 
of the Government of India. But before the argument can claim to be unanswerable, 
it must be observed that the saving to the Government, even if admitted, is not 
necessarily a saving to the community. Unless the money thus saved is retimned 
in one form or another to the community either by remission of taxation or by 
undertaking works of material benefit, there would be no occasion to plead this 
saving to the Government as a reason to excuse the rise in Exchange. If we are to 
judge from the last Budget — the first Peace Budget of the Government of India, — 
there seems no immediate prospect of either remission of taxation or undertaking 
of projects of moral or material welfare of the country in the near future. It may 
be that the war had ended but too recently when the last Budget was presented 
to allow us to judge from it of the course of future financial pblic}’^ ; though it will 
be indisputable that for the next generation or so the effects of the war will be 
felt very severely in finance. Even admitting the saving to the Government, it 
must be remembered that while on an average the Home Charges amount to £20 
million, on which the saving at £J==Rs. 10, would be Bs. 10 crores, the loss to the 
trade, on a total export trade of £200 million would be Es. 100 crores. The saving 
to the Government would have to be very considerable, or would have to be most 
beneficially laid out, if it is to be regarded as an effective counterpoise for this loss. 
Finally, the argument from Government interest in the matter should not be press- 
ed too much. If the Constitutional Eeforms promised during the war are accom- 
plished in time^ of peace in the spirit in which they were promised, the influenc e 

* Nevertheless see the lnde.v numbers previously cjuotccl. 

t See para 53. Horae charges would save Bs. 12.5 crores a year. Be-valuation of English securities 
cost India at 2s.=l rupee. 38.5 crores. 
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[fclie Home Cliarges oiiglil to be a steadily diminisbing factor. If the important 
p(^^ts in tlie Civil and ]\lilitaiy administration of tlie Goveionnent of India are held 
,,j I increasing proportions by the children of tbe soil ; if the greater portion of the 
pjblic debt of India is held by Indivans in this country ; if the expansion of Indian 
jjijlustries supplies all the civil and military stores wanted by the Government of 
l,i:Ha. the chief items of the Home Charges Avould begin to be unimportant, — at 
.,)[ y rate they would not be sufficient to set off such a considerable loss to the pro- 
([,icer as to make that factor entirely disregarded.* 

The rise in ExcJiange, we ina}’- take it then, entails a loss on the Indian pro- 
,]j. cer without a corresponding benefit to the Government. In the near future th e 
jument now frequently heard, that the rise in prices far greater than the adverse 
^, 4 change would make the exporter’s interest automatically safeguarded, cannot 
]j(: sustained. The world price level may, indeed, be maintained, for some time by 
I i hour organisation or by )State control. But if, as is probable, in the principal 
,,,mntries of Europe Labour consciousness succeeds in getting control of the industry. 
,, would be more in harmony with the Labour programme to reduce the tax of pro- 
j, leers than to maintain a high level of prices. The latter would be a burden on the 
j ; nsumer whose ranks arc made of a very large proportion of the laboring popula- 
,1 m in every community. The device of reducing the output to maintain the 
pi ices is a Capitalist threat, which, the intelligent labour organisations of to-day 
11 easily see, is inconsistent with the national or even the labour interests. And 
_,ll that labour need in justice claim would be obtained by eliminating the private 
p, ofiteer and his tax on labour or on the community in the .shape of high prices. 

( ; overnment control of industry, if it does not restrain the selfish capitalist ins- 
j,act, will fare poorly in the face of augmented consciousness of economic slavery 
,, the rest of the community to the private industrialist. Besides, it would not 
p rite be correct to assume that a high level of prices vdll be maintained for a consi- 
,prable period after the war is over. The nations of the Avorld who have been 
igaged in the'- struggle are all debtors enough to need to encourage by every means 
,j L their power exports. Germany, for one, if it is to pay the promised indemnity, 

jj lUst not only be not excluded from the trade of the world, but will find a large, 
lialance of exports as her only solution. The tales we hear of accumulated stocks 
o [ marketable commodities in Germany are enough to indicate . the effect on the 
orld price-level if dumping on a large scale takes place. In any case India is not 
^ et so completelj^ freed from the character and needs of a debtor country as to 
j lake its Goverimrent indifferent in the interests of the exporter. j 


* Two out of the three provisions mentioned seem on tlie eve of being realised. Die Stores Com- 
litteo lias recommended tlu t preference be given to Indian material and manufactures in thymrehases 
ir Jndiii, and Government seem to have accepted the general principle of the suggestion. Unless the 
overnment of India prove themselves guilty ot mucli worse faith than their most malignant critics 
ave ever suggested, there is every reason to hope that tliis source of dram will steadily dimimsli and 
’entuaUv disappear- .as for the second, the Indian Government could not, and therelore did not, 
irrow ill England between 1914 and 19i:0. The 7 % Loan of 1021 raised in England has aroused the 
ost embittered criticism, and seems to have been, if we read anglit between the lines iii Government • 
animunitiues, forced upon the Government by tlie India Office. It is to be hoped that tl.is free gift to 

lOiubard Street at Indian expense Mill he the last pf its kind. i ,, 

4 Since the above was written Trade Depression of an acute type has set m all over the world, and 
rices liave at last commenced the do^Miward curve* The explanation ot the slump must be sought -^ot 
1 political catch-words of antilabour propagandist — but m the exhiuisted purchasing poiyr of the war- 
rasted regions. Those who need Indian exports are not able to pay fy them. Schemes of International 
redit can only devise the means to pay ; they cannot create the power to iiay. Unless the world agrees 

0 forget War-hates and agrees to co-operate for general material improvement, the prospect seems gloomy 

1 the extreme, 


The only remaining plea that we need glance at in.passing is ; s 
in exchange discourage exports, the Indian producer will find a compe 
greater development of the Home market. The war time activity 
development, the pronouncement of Government in favour of rap 
expansion, and the ease of getting capital makes people sanguine as to 
industry in India. But the process, to be accomplished so complete 3 
all the produce of India in the demands of India, must take time. If w: 
from War-time phenomenon it may be said to liave set in ; and, if the 
of India adopt a change of front and heartily take up the policy of el- 
and aid to Indian industries, there may be hopes of a brighter future 
pect. But even if the goal of industrial development is accomplishef 
industrial ambitions are realised, the net result would be a change in . 
of exports. Instead of raw materials being the principal items of c 
would then be exported the monopolies of India or her manufa 
interests of the exporter will continue to demand public attention S' 
princijile of nationality is an accepted politico-economic axiom. 


The only sound, permanent solution, then, that we can think of, a 
of all the factors bearing on ^le situation, is the adoption of the G 
and a Gold Currenc}'. The root of the whole trouble was the refusal of- 
cial world to let India have her share in the gold of the world during 

years. While the gold reserves of the oth' 
u. s. A. £. M. 250. have increased dming the war to the extent 
Netherlands 43.' nally noted amounts. India got less than 

Switzerland. 10. 

Scandinavia. 40. her usual share. The Gold Exchange stan 

perfect in theory ; but it must be admitted tu 
tably broken down in practice. The Government of India cannO' 
ficial value for the .standard local coin, promise to maintain it at that 1 
all contingencies, and then, at the first reverse in the bargain, try 
of the transaction altogether. AYc would not say that the breach of f 


in the recent putting up of the exchange was deliberate. But any! 
it is disastrous. In gold using countries, moreover, the present pa, 
has put up the price of gold bej'ond its legally fixed volume ; and the g 
may well threaten the reduction of output if remunerative returns a 
But in India the price of Bar gold at Bs. 33i- per tola works out at B 
by no means prejudicial to the gold producer. * • If left free to sett 
balance in the customary manner, India would obtain sufficient gol 
stable exchange without the artificial meddling with that factor b}' the 
more frequently influenced by fiscal than by trade cou.siderations. Go 
tion, moreover, would not only relieve the pressime on silver rupees ; it »■ 
the present ominous preponderance in the paper circulation, nnsu 


* This was written before the public sales of gold had brought down the price of gold 
a tola. 
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equivalent or even safe metallic Reserve. Tlie appreliension is felt in some quar- 
ters tliat gold in circulation would be inaccessible in times of panic for tlie settle- 
ment of international obligations. Judging from tbe babits of tlie people, it may 
be predicted that a certain proportion of gold would be so absorbed as to be un- 
available for Currency purposes, tbougb it must be observed tbat tbe comse pursu- 
ed with respect to tbat metal, during a period when it was really a commodity and 
not a medium of exchange, legally established and commercially used, will not 
be a good indication for judging a similar tendency when it is made legal tender, 
standard money of tbe country. A lai'ge proportion, however, of tbe gold coin 
must remain in circulation and be accessible in times of international financial 
difficulties. If it is not so tbe reason would be tbe restricted use of bank paper. 
This is, indeed, tbe gravest of the defects of Indian currency and financial organisa- 
tion tbe absence of up-to-date, flexible banldng facilities. With a well developed 
system of banldng, adopting metal saving devices like tbe Giro system of payments 
of tbe lleiscb Banlc of Germany, tbe fears of inaccessible boards of gold will practi- 
cally be groundless. And, if the note issue is banded over to such a Central State 
Bank as alone can claim and maintain tbe dominion of tbe Indian money market, 
tbe use of cheaper forms of currency will l)c very much encouraged. With a rupee 
of varying value, tlie paper based on it will ahvays share in tbe distrust aroused 
by the variation in the value of the principal. Tbe conversion of tbe notes in terms 
of tbe gold standard, and provision for immediate convertibility in gold will add to 
the popularity of tbe notes besides increasing their circulation. And, if in reor- 
ganisation of tbe CHirrency system, tbe expedients they have adopted in tbe United 
States federal Reserve Notes are introduced, we would have a reserve for notes 
which could with tbe greatest facility be converted into tbe form of conunercial 
credit or Government credit as occasion may require ; at tbe same time tbat tbe 
principle of immediate convertibility and equivalent Reserve are fully maiutained.f 

It is of course true tbat tbe changes here advocated, tbe adoption of tbe Gold 
Standard, wdtb Gold Circreucy, tbe reorganisation of the Note system and tbe re- 
form of Banking in India, ■will take time. But the moment with tbe Indian Ex- 
change Committee is investigating tbe whole system will not be badly chosen to 
suggest such fundamental reforms. Tbe plea may indeed be m’ged tbat if adopted 
the reforms would become impossible ownng to tbe sheer inability to obtain gold 
at present. The simple ans^Yer to tbat plea is tbat India has sufficient, amount 
owing to her in gold (Es.<'82 crores in tbe Paper Cmrency Reserve and Rs. 35 crores 
in tbe Gold Standard Reserve) to justify the claim of these suggestions to be prac- 
fical unless we assume tacitly the bankruptcy of out debtors. If it be found tbat 
the debtors must have time to return their loans, tbe course may be adopted of 
issuing bonds of a definite limited currency, specifically secured on tbe outstanding 
credits of India in tbe gold using countries, and thereon tbe currency reform may 
be undertaken in both its branches, metallic money and paper. Short of this 

t In the aphendi-'v Js giVen a scheme in the form of a diaffc Act consolidating the currency legislation 
of India, in ■which the radical cJiangcs suggested in tbe text have been all incorporated, 
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radical remedy, we fear all other tiulcering with the system will onl}'’ end in making 
the problem perennial, in upsetting trade and industry in India, in gravely pre- 
judicing the interests of the Indian producer. 


Since the above was written the Report of the Currency Committee has been 
published, and action taken thereon. The main recommendation of the com- 
mission is to revalue the rupee and give it a 2/- gold basis. Owing, however, to 
the premium on gold as expressed by sterling jii’ice of silver and gold, the 2/- 
shilling gold basis is not the same thing as a 2/- sterling basis. The Governments 
however, have announced their intention to give effect to this recommendation by 
selling Reverse Councils at a rate in sterling approximately the recommended rate 
as oalculatd on the basis of the Anglo-American Exchange. The heavy fall in that 
Exchange since the Report was written has stultified the recommendation ; 
and yet the Government of India have offered to sell Bills on London at 
2 /lld. the rupee while the Anglo-American Exchange was below 3.10. This 
Sudden rise in Exchange entirely dislocated the financing of Indian com- 
merce. Though trade statistics show a dear balance in favour of India, 
unprecedented demands were made upon the Government for remittance abroadf 
There was more than a suspicion that the demand represented an outbreak 
of unjustifiable speculation encouraged by Government policy, llie speculators, 
remitting at 3/- nearly and bringing back their funds at 2/- when it was possible. 
Instead of offering a mitiimum rate for the Reverse Councils below which they 
would not be allowed to go, Government offered a maximum upto which they 
were prepared to sell — a position quite inconsistent with the theory of the Gold 
Exchange Standard . The funds to meet the Reverse Councils are necessarily to 
be found from our Reserves in England, wliich had been built up Avheu the poun.d 
was 15 Rupees but which are being dissipated when the pound is nearly 7 rupees 
Government have to confine their offer necessarily to a pre-determined figure 
£ 2,000,000 a-week, which is quite inadequate to the present demand; and hence 
also the complaints of discrimination. If the Government, after fixiuo a 
minimum below which they would not allow the rupee to fall, had kept themselves 
aloof from this business, it is possible that India's heavy balance of trade might 
have carried the rupee to over 3/- for a timej but. if the process of deflation had 
started meanwhile in Eui’ope, there is every reason to believe the Exchange 
would have gradually fallen till it reached the maximum prescribed by the 


O.i) 

(ill) 


“ We liave uow arrived at the following conclusions : — g, 

(i) The objects should be to restore stability to the rupee and to re-establish the automatic working 
practicable (para 36.) 

The stable relation to be established should be with gold and not with sterling, (para 67). 
The gold equivalent of the rupee should be sufficiently high to give assurance, so far as is 
practicable, that the rupee while /®t<''Jiung_ its present weight and fineness, will remain a 
token coin» or in other words, that the huilion value of the silver It contains will not exceed 
its exchange value, (para 43) . 

_ Aftermost careful consideration we are unanimous (with the exception of one of our members, who 
sings a separate report) in recommending that the stable relation to be established between the iupeo 
and gold should be at the rate of ten rupees to one sovereign, or in other words; at tl.e rate of one rupee 
to 11- 30016 grams of pine gold both for foreign exchange and for internal circulation. While 
.ooine of our number would have preferred that the rate to be adopted should be nearer to that which lias 
been in course for the last 20 years, we all recognise that no lower rate will attain the objects which we 
find to be indispensable. ’ , ■' 

exceed £ 160 million, more than G years Home charges 
more tlian 3 years heaviest balance of fiade in favour of India. 
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Goverimient. For the present the whole Currency question remains a subject of 
violent agitation on the part of the Indian jjublic, and general bungling on the 
pari of the amateur financiers of India.* 

It is more than a year since this chapter was written. The author still keeps 
to his main contention that the only true and effective remedy is to introduce 
a full, free, honest gold standard and • gold currency, and place it by 
Legislative sanction — beyond the tinkering of all amateur financiers 
The appendix to this work attempts to give effect in a concrete form to 
his main suggestions. The recent fall in exchange to beloAV 1/4 d. 
(in Ap»ril 1921) is the unavoidable result of tlie suicidal policy of our Govern- 
ment, which incidentally lost us 35 crores, and brought us no nearer to a fixity 
of Exchange than we were before the Reverse Councils were sold in 1920. 
The increasing depression asserting itself as an aftermath of war in all 
the principal countries of the world, revival of Indian foreign trade is impossible 
so long as the Indian public lacks confidence in the currency j)olicy of India; 
and that confidence vdll not be restored until the measures suggested in the 
appendix more concretely are in one way or another given effect to. 


• In the work on Indian Currency of the present writer, the position of a gold Standard and gold cur. 
rcncy for India has been adopted as the only sound one to give a permanent solution of our Currency questions. 
The Report of the latest Committee goes a long way to confirm that position. In the course of a private 
letter discussing the work above referied to, a learned professor of the Loudon University, under whom I had 
the inivilege to study, takes e.vception to this position, mainly on the ground that if India adopts a gold 
currency, the world would be kept out of its legitnn.atc gold needs, while India would go on hoarding that gold. 
I think, this fear arises from a misapprehension of the Draft Currency Act proposed in the work in question. 
With notes expressed in, and based on, gold the paper currency would be far more popular than to day. With 
the banks adopting money saving devices like tlie criro system or the Postal cheque, the metallic currency 
would bo economised much more than can be conceived to-day. With our Banks organised under a strong 
Central Bank, and working on the lines of the Federal llc-cerve system of the United States, there is no reason 
to fear that Gold in India would bo unavail.'ible for world needs when occasions should arise. We cannot 
deny that a certain amount of hoarding will go on in India whatever the currency system; but we feel,. — we 
believe tlie tendency to hoard as much stronger w lieu the system itself is susijccted of being manipulated for 
the benefit of E.xtra Indian interests, tliaii if there were no room to doubt the bona tides of the system. Gold 
is hoarded to-day because it is valued to be tlie one unchanging article of value ; it will not be hoarded as 
much when it gets its proper place — a mere instrument of c.x change. “ These points will be more fully 
developed in the 2nd edition of the work referred to. 




APPENDIX 


« 

Whereas it is expedient to consolidate and amend the law relating to Gold, 
Silver, Bronze and Nickel coinage current in the ]3ritish Indian Empire ; as also 
the Law relating to the Paper Currency and the Mint in tlie British India Empire ; 
as also the Law governing the Standard of Currency and the Legal Tender Money 
and Token Coins in the said British Indian Empire, together with the Law relating 
to the Imperial Bank of India. 


PRELIMINARY. 

1. Tins ACT MAY BE Ci\LLED THE INDIAN CUIUIENCY (CONSOLI- 
DATING) AOT OP 1922. 

It extends to the whole of the Indian Empire, inclusive of British Baluchistan 
Santhal Parganas, the Pargana of Si^iti and, all the Native States in alliance with, 
and acknowledging the suzerainty of, the Government of India under the British 
Crown. 

This Act shall come into eliect from the first day of .3 anuary of the Year One 
Thousand Nine Hundred and Twenty-Two A. D., except and unless as specially 
provideerfor in the body of this Act to the contrary. 

2. This Act shall be deemed to be of the nature of a “ Constitutional Act, ” 
which shall not be capable of repeal or modification except by another act of the 
Legislature, passed by a majority of three-fourths of the members present, and 
provided that a notice of at least six months shall be given to insure a full discus- 
sion of the proposed change. 


DEFINITIONS, 

3. In this Act, unless there is anything repugnant to the subject or context, 

(a) STANDARD GOLD ” or “ STANDARD SILVER ” means Gold 
or Silver eleven-twelths of which is pure metal and one-twelth 
alloy. 

(&) “ STANDARD WEIGHT ” means the weight prescribed for any coin. 

(c) '■ DEFACE ” with its grammatical variations and cognate expressions 
includes clipping, filing, stamping or such other alteration of the 
surface of the coin, or of its shape as is readily distinguishable from 
the efi’ects of reasonable wear. 

{d) “ MINT includes the mints now existing and any others which may 
hereafter be established. 
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(e) ‘ PEESCEIBED ” includes prescribed by a rule made under this Act. 

(/) “ EEMEDY ” means variation from the standard weight and fineness 
prescribed by this Act for the various coins. 

4. The Governor-General-in-Council may, by notification in the Gazette of 
India, 

(а) establish a Mint at any place at which the mint does not for the time 

being exist, and authorise such Mints i,o issue coins mentioned in the 
Gazette of India instituting the Mint ; and 

(б) Abolisli any Mint whether now existing or hereafter to be established. 

STANDARD OF CURRENCY. 

5. The Currency Sy.stem in India shall be organised on the basis of the 
GOLD STANDARD. 

6. The “ STANDARD OF CURRENCY ” shall be a Gold Mohor of the 
weight and fineness of the English Sovereign containing 123.27147 grains troy 
of gold eleven-twelths fine, ^.c., containing 113.0016 grains troy of pure gold and 
10.27287 grains troy of alloy. 

7. These coins shall be coined freely at the Mint in India at the rate equal 
to £3 17s. 10|d. in Indian currency per oz. of gold. 

8. The Mint shall not ordinarily take more than a fortnight for coining the 
gold tendered at the Mint for that purpose. 

9. The Imperial Bank of India may, as hereinafter provided, receive Gold 
bullion and give in exchange gold coin or Currency Notes at the rate equal to 
£3 17s. 9d. in Indian currency for every ounce of gold. 

10. Subject to the provisions of this Act in that behalf contained, the discre- 
tion of the Bank aforesaid in ofiering notes or gold coin in exchange for the bullion 
tendered for conversion shall be absolute. 

11. The Mint in India shall not coin any other Gold coin except the Mohor 
as provided in this Act, 

12. Gold coins minted at the Royal Mint, or at any of the branches of the 
Royal Mint in the British Empire, shall be legal tender in the Indian Empire, 
provided that they are Sovereigns or half-Sovereigns which are legal tender in the 
United Kingdom. 

13. All other gold coins shall be receivable at the Mint, or by the Imperial 
Banlc of India, as bullion, and shall be converted on demand by the aforesaid 
Bank at the rate mentioned above. 
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SILVER COINAGE. 

14. The Mint sliall coin, for issue under the authority of this Act, silver 
coins called the Rupee and the half rupee. 

15. The Standard Aveight of the Rupee shall be one hundred and eighty grains 
Troy, and its Standard fineness shall be as folloAvs : viz., eleveii-tAA’elths or one 
hundred and sixty-five grains of fine silver, and one-twelth or fifteen grains of alloj^. 
The weight of the half rupee shall be 90 grains troy. 

16. The Rupee shall be taken as equivalent to 1/15 of the Gold Mohor. 

17. No other sih^er coins shall be coined at the mint under the authority of 
this act for purposes of circulation in the Indian Empire as currency. 

18. The smaller silver coins, viz., the quarter rupee, and the one-eighth of 
a Rupee shall be demonetised. They shall be received at the Mint or at the Im- 
perial Banlc, after snflficient notice has been given of the coming into force of this 
Act, for exchange against full Rupees, or Currency Notes, to the full extent of 
their nominal value or gold within the Legal Tender limits as prescribed by this 
Act. The period prescribed for exchange of small silver coins may . be 
extended by the, GoA^'ernor-General-in-Council on a Resolution of the Legisla- 
tive Assembly, specially passed in that behalf. , 

LEGAL TENDER. 

19. The Gold Coin, prescribed as Standard of Currency by this Act, shall be 
a full legal tender in payment or on account, provided that the coin 

V 

(a) has not lost in weight so as to bo more than |% below the Standard 
weight, and 

(If) has not been defaced. 

20. The Silver Rupee and half Rupee shall be legal tender in payment 
or on account for sums not exceeding one thousand rupees at one time, provided 
that the coin 

(a) has not lost in weight so as to be more than one per cent. beloAV Stan- 

dard weight, and 

(b) has not been defaced. 

The limit of legal tender of the sih'-er coins may be progressively reduced at 
intervals of not more than a year by resolutions of the Legislative Assembly till 
the limit is reduced to one hundred rupees at one time. 

21. The payment of Government taxes shall be made in gold, in respect of 
the Customs duties and the Income Tax, or in the notes of or drafts on the 
Imperial Banlc. All other revenues of the Government may be paid in any 
form of legal tender money. 

22. Notwithstanding anything contained in the next foregoing section, the 
Government may, by an order of the Governor-General -in-Council, direct the tax 
collecting officer to accept payment of government dues in the silver coin of the . 
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Indian En\pire irrespective of tlie legal Tender limit, except in tlie case of tlie Cus- 
toms and Income Tax receipts, which shall be paid as directed by the preceding 
section. 


OPEN MINT FOR GOLD. 

23. The Mint in India shall coin gold into the Standard Coin free of charge 
to the public, 

24. The j\Iint in India shall not be open to the public for the coinage of any 
but gold coins, 

25. In the making of Gold and Silver coins a remedy shall be allowed of an 
amount not exceeding the following : namely. 


Coin 

remedy in weight 

remedy in fineness 

Mohor 

five-thousands 

two-thousands 

Rupee 

Five-thousands. 

Two-thousands. 


NICKEL COINS. 

26. The following nickel coins shall be coined at the Mint for issue under the 
authority of this Act, viz., a Four-anna piece, a Two-anna piece, and a One- 
anna piece. No other nickel coins shall be coined at the Mint. 

27. The Standard weight of the Four-anna piece shall be Seventy-five 
grains Troy, and of tlie Two-anna piece Sixty grains Troy. The Standard weight 
of the One-anna piece shall be fifty grains Troy. 

28. In the making of the nickel coins a Kemedy shall be allowed of an amount 
not exceeding one-fiftieth of the weight. 

BRONZE COINS. 

. 29. The following Bronze coins shall be coined at the Mint for issue under the 
authority of this Act, namely, • 

(a) A Pice or quarter anna, 

(&) A half-pice or one-eighth of an anna, 

(c) A pie or one -third of a Pice, and 
{d) A double Pice or one-half of an anna, 

30. The Standard weight of the pice shall be 75 grains Troy, and the other 
bronze coins shall be of proportional weight. 
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31. The Bronze coins shall be coined from a mixed metal consisting of copper, 
tin and zinc, in the proportions as now obtaining. 

32. In the maldng of the Bronze coins a remedy shall be allowed not exceed- 
ing one-fortieth of the weight. 

33. The Nickel coins, specified in section 26 of tliis Act, shall-be legal tender 
in payment or on account as follows : — namely, 

(a) The Four- Anna piece for a suni not exceeding five rupees. 

(b) The Two-anna j)iece for a .sum not exceeding two rupees. 

(c) The One-anna piece for a sum not exceeding one rupee. 

34. The bronze coins specified in section 29 of this Act shall be legal tender in 
payment or on account for a sum not exceeding one rupee at the rate of sixty-four 
Pice for the rupee or one hundred and ninety-two pies for the rupee. 

DIMENSIONS AND DESIGN. 

35. The Governor-Gen eral-in-Council may, by notification published in the 
Gazette of India, direct the coining and issue of all coins referred to in the several 
preceding sections, and determine the dimensions of and designs for these several 
coins ; Provided that the diinensions and design of the Standard of Currency, 
viz. the gold Mohor, shall be the same as those accepted for the Mohor coined 
in India in 1917 and .shall not be capable of alteration except by a resolution 
of the Legislative Assembly, passed by a three-fourths majority of the members 
present. 

36. Until the Governor-General-in-Council otherwise determines by noti- 
fication under section 35 of this Act, the dimensions and de.signs on the silver Rupee 
and half rupee shall be those prescribed for the Government Rupee under the 
Indian Coinage Act, ] 870, and that the same shall be observed by the Mint at the 
time of the commencement of this Act. 

37. For the other coins issued under the authority of this Act the Dimensions 
and Designs shall be those now in use for the similar coins issued under the Indian 
Coinage Act of 1870, provided that the dimensions, and designs on the new nickel 
coins shall be those now prescribed by law for those coins. 

38. All Silver and Copper coins issued under the Acts XVII and XXI of 
1835, XXI of 1838, XXII of 1844, XIII of 1862, and the Indian Coinage Act of 
1870, and declared by those acts to be legal tender, shall continue to be legal tender 
in the manner prescribed by the several foregoing sections of this Act, provided 
that the Governor-General-in-Council may, by proclamation in the Gazette of 



447 


India, declare those coins to be no legal tender after a specified date, before wliicb 
they may be received at tlie Mint, or at tlie Iini^rial Bank of India, to be ex- 
ebanged for an equal number of the liJfe new coins issued under the authority of 
this Act. 


39. Subject to the provisions of this Act, no changes shall be made in the 
currency organisation established by and under the authority of this Act by any 
administrative action of the Governor-6eneral-in-C’ouncil. 

40. The Mint shall not be regarded ordinarily as an earning Department 
of the Government, but shall be conducted as an institution primarily meant for 
the public benefit. 

41. The profits resulting from the coinage of Silver, Nickel and Bronze 
coins shall be applied in the folloving order, viz : 

(a) To the upkeep of the Mint Establishment. 

(^) To the purchase of bullion for inferior coinage, below the Standard 
of Currency. 

(c) To a Reserve Eimd. if the profits are in excess of the Mint Expendi- 
ture and the bullion purchases, provided that the Reserve Fund so 
constituted shall be used to support the Paper Currency in case of an 
unexpected, heavy demand for conversion. 

42 (1) The Reserve Fund mentioned in clause (c) of Section 41 shall bo 
kept in gold and shall be entrusted to the Imperial Bank of India 
for safe-custody on account of the Mint, provided that the said Bank 
shall have authority to use that Fund to meet a demand for the con- 
. version of notes in the event of the ordinary resources at the disposal 

of the said Bank being in.sufficient for the purpose. 

(2) The Bank shall pay interest at the rate of 5 per cent per annum for the 
use of the Fund for the purpose stated in this xVet, and during the 
period that the Fund shall not have been replaced by the Bank. 

DEFACEAIENT OF COINS. 

43. Where any gold or silver coin, which has been coined and is issued under ^ 
the authority of this Act, is tendered to any person authorized by the Governor- 
Gencral-in-Council or by the Local Government to act under this Act, and such 
person has reason to believe that the coin 

(а) has been diminished in weight so as to be more than such percentage 

below the standard weight as may be prescribed as the limit of 
reasonable wear, or 

(б) has been defaced 

he shall, by himself or another cut or break the coin. 
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44. A person cuttii>g or breaking a coin under the provisions of clause (a) 
of the next preceding section shall observe the folloAving procedure; namely, 

(а) If the coin has been diminished in weight so as to be more than such 

percentage below standard weight as may be prescribed as the limit 
of reasonable wear, but not more than such further percentage pro- 
vided in this behalf, he shall either return the coin, or, if such 
person so requests, shall receive and pay for the coin at such rates as 
may be prescribed in this behalf ; and 

(б) If the coin has been diminislied in weight so as to be more than such 

further percentage below standard weight so prescribed as aforesaid, 
he shall return the pieces to the person tendering the coin, who shall 
bear the loss cau.sed b.y such cutting oi breaking. 

45. A person cutting or breaking a coin under the provisions of clause (b) 
of section 44 shall observe the following jjrocedure, namely, 

(a) If such person has reason to Jbelieve that tlic coin lias been fraudulently 

defaced, he shall return the pieces to the person tendering (he coin, 
who shall bear the loss caused by such cutting or breaking ; 

(b) If such person has not reason to believe that the coin has been fraudu- 

lently defaced, he shall receive and pay for the coin at its nominal 
value. 

46. If a coin is liable to be cut or broken under the provi.sio]is of both clauses 
of section 43 of this Act, the person cutting or breaking the coin shall keep it, — 

(a) If he has reason to believe that the coin has been fraudulently defaced 

under clause (a) of section 45, and 

(b) In other cases under section 44 of this Act. 

47. IITiere any gold or silver coin, purporting to be coined or issued under 
the authority of this Act, is tendered to any person authorised by the Governor- 
General'in-Council, or by a Local Government, to act under this Act, and such 

’’person has reason to believe that the coin is counterfeit, he shall, by himself or 
another, cut or break the coin, and may, at his discretion, either return the pieces 
to the tenderer who shall bear the lo,ss caused by such cutting or breaking, or 
receive and pay for the coin according to the value of the bullion contained in it. 

48. The Governor-General-in*Council may make rules to carry out the pur- 
poses and objects of tliis Act. 

49. In particular, and without prejudice to the generality of the next preced- 
ing section, such rules may 
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(a) Reduce tlie amount of Remedy allowed, except in tte case of the Stah- 
dard of currency, by any of the' preceding section in the case of the 
coins issued under this Act, 

{b) Provide for the guidance of persons authorised to cut or break coins 
under ss. 43 to 46 of this Act, 

(e) Determine the percentage of diminution in weight below standard 
weight, not being in any case less than two per cent, which shall be 
the limit of reasonable wear. 

(<£) Prescribe the further percentage referred to in {a) of section 44 and 
the rates at which payments shall be made in the case of coips fall- 
ing under the same clause. 

(2) Every such rule shall be published in the Gazette of India, and all such 
publication shall have effect as if enacted in this Act. 

60. No suit or other proceeding shall lie against any person in respect of 
any, thing done or intended to be done in good faith, under or in pursuance of the 
provisions of this Act. 


PART II. 

FIDUCIARY MONEY. 

- 51. A Currency Note shall be a Note issued by the Imperial Bank of India 
under the Authority of this Act, and expressed in the form of a promise to pay 
on demand the sum specified in the Note to the bearer thereof. 

52. Except as provided in this Act, no person or corporation in the Indian 
Empire, other than the Imperial Banlc of India, shall draw, accept, make, or issue 
any bill of Exchange, Hundy, Promissory Note, or engagement for the payment of 
money payable to bearer on demand, or borrow, owe, or take up any sum or sums 
of money on the bills, bundles, or Notes payable to bearer on demand of any such 
person. 

Provided that cheques or drafts payable to bearer on demand or otherwise 
may be drawn on bankers, shroffs, oi- agents b}'^ their cusi omers or constituents in 
respect of deposits of money in the hands of those Bankers, Shroffs or Agents, 
and held by them at the credit and disposal of persons draAving such cheques or 
Drafts. 

63. Any person contravening the provisions of the next preceding section, 
shall, on conviction by a Presidency Magistrate, or a Magistrate of the Eirst Class, 
be punishable by a fine equal to the amount of the Bill, Himdi, Note, or Engage- 
ment in respect Avhereof the offence is committed. 

57 
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DENOMINATION OF NOTES. 

54. ' Currenc)'- Notes shall he issued as under, namely in the denomination 
of Five Rupees, Ten Rupees, Twenty Rupees, Thirty Rupees or Two Mohors, Seven- 
ty-Five Rupees or Five Mohors, Ten Mohors, Twenty Mohors, Fifty hlohors, One 
Hundred Mohors and Five Hundred Mohors, in such numhcj's and at such times 
as may be determined by the Bank aforesaid, under a minute of its Board of Direc- 
tors to that effect, or under an order of the Cojnmittcc of Supervision. 

CONVERTIBILITY. 

55. The Currency Notes shall be pa 3 'able, when presented to the Imperial . 
Bank for that purpose, in Gold coins of the Indian Empire, jjrovided that Notes of 
small denominations, namely, Five Rupees and Ten Rupees Notes, — may be paid 
in silver, the lawful silver money of the said Empire, and vnthin the limits of 
legal tender as prescribed by this Act. 

LEGAL TENDER 

56. The Currency Notes shall be legal tender in payment or on Account in 
the same way as the Standard of Currency. 

57. The Imperial Bank of India shall provide through its head office Currency 
Notes of the denominational values prescribed by this Act ; and shall supply the 
Branch Offices, and the Agents subordinate to the Branch Offices, with such notes 
as they need for the purpose of this Act. 

58. Every such Note shall bear upon it the name of the Town and of the 
Branch or Agent of the Imperial Bank through which it is issued. 

59. Every such Note shall be worded so as to be a clear obligation of the said 
Imperial Bank of India, and shall be signed by the General Manager of the Im 
perial Bank of India, or any other officer of the said Bank sjrccifically authorised 
under the constitution of the said Bank to sign on behalf of the said Bank such 
obligations of the said Bank. Such signature inay be impressed on the Notes 
by machinery and when so impressed sludl be deemed to be valid signature. 

ISSUE OF NOTES. 

60. The General Manager at the Head Office and the Branch hlanagcrs at the 
Branch Offices and the Agents in other places specially authorised in that behalf 
shall issue in the name and on behalf of the Imperial Bank of India Currency 
Notes of the denominational values prescribed by this Act in exchange for the 
amounts thereof in Gold coins issued under this Act, or Gold bullion at the' 
rate prescribed by this Act in that behalf, or in rupees to the extent of not more 
than one thousand Rupees at one time. 

APPOINTMENT AND STATUS OF OFFICERS OF THE BANK. 

61. - All officers of the Imperial Bank of India entrusted with special functions 
under the provision of this Act, and authorised to provide, sign, issue, or c.xchangc 
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the Carrency Notes, sliall be appointed by the directors of the said Bank subject 
to the approval of the Grovernor-Generol-in-Oouncil. 

NOTES OF BRANCHES OR AGENCIES CLOSED. 

62. When a Branch Office of the said Imperial Banlc or an Agency for tl e 
purpose of Note issue has been closed, the General Manager of the said Bank 
shall, under the authority of a resolution of the Board of Directors specifically 
passed for the purpose, and approved by the Government of India, direct, by 
notification in the Gazette of India and such other local papers as may be circulat- 
ing in the district in question, that vnth effect from the date of the closing of such 
Branch or Agency, all Currency Notes issued therefrom shall be deemed to have 
been issued from such other office as may be specified in such notification. 

notes NOT LEGAL TENDER IN PAYMENTS BY THE BANK. 

63. The Notes of the Imperial Bank of India shall not be deemed to be legal 
tender by the said Imperial Bank of India at its Head Office or any of the Branch 
Offices, but the Agents shall be exempted from the operation of this section unless 
the said Bank has specifically notified to the contrary, and unless the Agent has 
agreed to take upon himself on behalf of the Bank the liability imposed by this 
section. 

RESERVE AGAINST THE PAPER CURRENCY. 

64. The ■whole amount of the Currency Notes at any time in circulation shall 
not exceed the total amount represented by Gold coin and Bullion and the lawful 
silver coin of India and the sum expended in the purchase of securities which are 
held by the Imperial Bank of India at its Head Office and the various Branch Offices 
in India as well as by the Agents of the Banlc for the purpose of meeting the Curren- 
cy Notes as a Reserve to provide for the satisfaction and discharge of the said Notes, 
The said Notes shall be deemed to liave been issued on the credit of the Imperial 
Bank of India as well as on the security of the said Gold coin and Bullion and silver 
coin and securities reserve. 

65. For the purposes of the next foregoing section Currency Notes which 
have not been presented for payment within forty years of the date of their issue 
shall be deemed not to be in circulation; provided that all Notes declared under 
this section to be not in circulation shall nevertheless be deemed to have been, 
issued on the credit of the Imperial Bank of India, and shall, if subsequently 
presented for payment, be paid from the reserve of the said Bank and be charged 
to the revenues of the said Banlc. 

TOTAL PAPER CURRENCY. 

66. The total amount of the Notes at any time in circulation shall not exceed 

One Hundred and Fifty Crores of Rupees in value equivalent to one hundred mib 
lion Mohors. But nevertheless the amount thus fixed by this section may be 
increased for a period specified under the authority of a resolution of the legisla- 
tive assembly, or an order of the Governor-General-in-Council for a period • not 
exceeding three months, , . 
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SECURITIES IN RESERVE. 

70. The securities to be held in the reserve against tbe total amount of Notes 
iu cii dilation under the provisions of {be next preceding section shall be (1) the 
securities of the Government of India paj-able in the Indian Currency in India to 
the extent of not less than fifty per cent, of the total reserve held in the form 
of securities ; provided that the loans issued by Local Governments, Municipalities, 
Port Trusts and such other Public Corporations working under the authority of 
the Government of India shall be regarded as and included in the securities 
described as the securities of the Government of India ; (2) the remaining securi- 
ties may consist of interest bearing bills, bonds, drafts issued by the Railway Com- 
panies, Tramway Companies, and other semi-Public Corporations, not connected 
uuth the Government of India, and bills of exchange, drafts, bundles, and other 
good commercial paper, having not more than six months to run, and arising out 
of genuine commercial transactions involving the import or export of goods, or 
the domestic shipment of goods with documents conveying or securing title at* 
tached, and bearing at least two well-known signatures one of which must be 
that of a recognised Banker or Shroff, who shall be himself a client of the Imperial 
Bank of India: provided that the commercial paper declared to be eligible as se- 
curity against the Note issue of the Imperial Bank of India shall be taken in 
the books of the Bank at the actual purchase price and no more. 

71. The securities of the Government of India held iu reserve against tlie 
Notes in circulation shall be held at the head office of the Bank aforesaid. These 
and other securities may at any time be sold in open market or converted, or re- 
deemed, or renewed, by the General hlanager under the authority of a resolution 
of the board of directors specifically passed in that behalf, and the proceeds of 
the securities thus sold shall be emploj’ed as directed by the resolution aforesaid. 

INTEREST ON SECURITIES. 

72. The interest and other income accruing from the securities held as 
reserve against the Note-issue may be considered as the normal income of the Lank 
and be available for the purpose of declaring a dividend. 

TAXES AND STAMP DUTIES. 

73. The Bank shall be exempt from the payment of all stamp and other 
duties in respect of f he Note issue in exchange for a lump sum payment of Rupees 
Fifteen Lakhs a year ; provided that this exemption will not appl}’- to the income 
tax or tax on the profits of the Bank, or any other tax by whatsoever name known 
which falls upon the recurring income of the Bank, but shall include the tax on 
immovable property owned or possessed by the Bank. 

PERIODICAL STATEMENT OF ACCOUNTS. 

74. An account showing the amount of interest or profit accruing on the 
securities held as part of the Reseiwe under tliis act and the expenses and charges 
incidental thereto shall be published annually by the General Manager of the Bank 
and be placed before the Legislative Assembly of the Indian Empire. 
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DEPRECIATION. 

75. A depreciation fund of five per cent, of the total reserve held in tlie 
shape of securities shall be formed out of the total income from these securities 
and shall be set apart for the purpose of making good any loss to the reserve sus- 
tained by the depreciation of any security. No credit shall be allowed to be taken 
by the Bank for any appreciation of any security. 

NOTES NOT TO BE HELD IN RESERVE. 

76. Notes of the Imperial Bank of India in the hands of the head offices or 
any of the branch offices of the said Bank shall not be considered as lawful money 
for the purpose of the Eeserve required to be held against the Notes in circulation 
under the provisions of this Act. 

77. Every Branch Office and ever}^ Agent, with the exception of the chief 
Branch Office in a Province or in a Eoreign Country, shall immediately return to 
the head office of the, Bank aforesaid all Notes issued by the said Branch against 
eligible commercial paper and returned to the Branch on tlic maturity of tlie 
discounted paper and its payment by the parties concerned in lawful money. 
The Head Office shall either destroy the Notes so returned and against which there 
is no reserve or the portion of the reserve covering these Notes has automatically 
ceased to exist, or re-issue them against acceptable money or security. A margin 
of five per cent, of the total Notes issued to a Branch and circulated through that 
Branch may be allowed to be held by that Branch as till money for the Branch. 

WEEKLY STATEMENTS. 

78. An abstract of the accounts of the paper currency operations of the Im- 
perial Bank shall be made and published in the Gazette of India four times a month 
showing : — 

(1) The total amount of the currency Notes in circulation. 

(2) The amount of coin and bullion reserve, distinguishing gold from 

silver, and coin from Bullion in the case of Gold, and showing 
separately any amount not actually in the hands of the Bank but in 
transit and considered as part of the reserve. 

(3) The nominal value of the price jiaid for and the market price of the 

securities held as part of the reserve, showing separately securities 
of a commercial kind, and distinguishing between securities of this 
latter description held in India and those held outside India as 
also those held by the head office and those in the possession 
of the Branch Offices. 

PLATES AND DIES. 

79. Any one who possesses without lawdul excuse the plate or dies from 
which the Notes of the Imperial Bank ' of India are printed or is found 
to be in possession of the stamp of the signature to be impressed on each 
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Notes issued by tbe ImiDerial Bank of India mtbont lawful excuse, and is 
off f a Presidency Magistrate or a Magistrate of tbe first class for tbe 
it t counterfeiting or uttering a forged or counterfeited note, knowing 

Qj. Gorged or counterfeited, or aids or abets any one in forging counterfeiting 

^ , oi’ged or counterfeited Notes, sball, on conviction be liable to a fine of 

exceeding five Ibousand Rupees for tbe first offense or imprisonment for 
more than a term of two years with bard labour, or both at tbe option and 
rction of tbe Magistrate trying tbe case. Any one found guilty of any of tbe 
nces detailed above more than once sball on conviction be liable to a sentence 

of transportation for life. 

PART in. 

IAIPERIAL bank of INDIA. 

80. Ibe constitution of tbe Imperial Bank of India its direction and manage 
nient .sliall be provided by an Imperial Bank Charter Act to be specially passed 
bj tbe Legislative Asscmbl}’’ in India in that bebalf, subject to tlie following 
general principles namelv: 

(1) Tbe Bank aforesaid if a private corporation whose capital is required 

to be subscribed to by private individuals sball allot fully paid shares 
to the state of not less than one-tbird of tbe total authorised capital 
of the Bank in exchange for tbe Bullion and coin reserve now held 
by tbe Government of India against tbe Notes now in circulation 
or such other securities of a like nominal value as may be prescribed 
by a resolution of tbe Legislative Assembly specially ^passed in 
that bebalf. 

(2) Tbe Government of India sball be entitled in virtue of their proprietor 

ship in the Bank to nominate one-tbird of tbe directors of the Banlc 
aforesabl either from among tbe officers of tbe finance department of 
the Government of India or tbe members of tbe Legislative Assembly 
and tbe Council of State or any other Non-Official persons or bodies 
at the discretion of tbe Government of India. And these directors 
appointed by tbe Government of India sball vote in accordance 
Avitb their judgment or tbe directions of tbe Government of India 
specially issued to them on a particular question coming before tbe 
Bank directorate for discussion and disposal. 

(3) Tbe Finance blember of the Council of tbe Government of India sball 

be Ex-officio President of tbe Board of Directors as well as of such 
cominitte'es of tbe board as may be appointed from time to time to 
deal with tbe question of tbe increase of Note issue, purchase of 
Bullion, fiianagement of new loans of the Government of India, mani- 
pulation of tbe invested reserve against tbe paper Currency and all 
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sucli otlier questions directly afiecting tlie public at large- In all sucb 
matters tlie president of tlic board or of tbe Committee shall have 
a cas,ting vote in addition to the ordinary vote as a member, and 
shall have' the right to postpone the decision by a minute of dissent 
pending the orders of the Government of India or a resolution of the 
Legislative Assembly on the point involved. In matters not directly 
affecting the public interest the president of the board shall have 
only a casting vote in tlie event of members being equally divided. 

(4) All Officers of the Banh aforesaid in any way concerned with the main- 
tenance or management of the Note issue and circulation shall be 
appointed by the directorate of the Bank subject to the sanction 
of the Government of India. Officers thus appointed shall have all 
the rights obligations privileges and duties of public servants 
in general and shall be subject to the Government >Servdce 
llegulations. 

FUNCTIONS OF THE BANK. 

81. The functions of the Banlc aforesaid shall include, subject to the 
Provisions of the Bank Charter Act, the folloiviug : — 

Namely, 

(1) To discount Indian Kupec trade bills maturing within the maximum 

period of six months subject to a minimum rate fixed from time to 
time by the Board of Directors of the Bank. 

(2) To rediscount Good trade bills bearing the endorsement of another 

Bank or Shroff or one of the clients of the Imperial Bank itself sub- 
ject to a minimum rate fixed for the purpose by the Director of the 
Bank from week to week. 

(3) To make interest bearing loans subject to the condition of a minimum 

rate of interest prescribed from time to time by the Directors 'afore- 
said on such security as may be permitted by the Bank Act. 

(4) To' buy and sell Gold and silver Bullion in India or outside India 

subject to the provisions of this Act and of the Bank Cliarter Act. 

(5) To accept deposits on interest subject to a minimum day to day balance 

being maintained by the depositor and allow interest for the same at 
a rate prescribed by the directors aforesaid ; and to accept deposits 
without interest upto any amount liable to be withdrawn at not less 
than one week’s notice or on demand as may have been specifically 
agreed .upon between the Banlc management and the depositor. 

(6) To i-cceive valuable goods for safe keeping wiifi or without a charge 

^s prescribed by the directors from time to time. 
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BRANCHES. 

82. Subject to the provisions of the Bank Charter Act the Bank aforesaid 
shall open Branches as follows : — 

(a) Wherever the necessity for the issue of Currency Notes requires a 

Branch, i.e., in every Town in India Avith a population of twenty 

thousand inhabitants or more, or in every Town Avhich is the head 

quarters of district administration, or the capital of a province or 

Native State, .or the junction of two Railwav lines or more. 

« - 

(Z>) In the chief European and other countries as laid down by the Directors. 

(c) And shall have accredited ‘Agents appointed under the authority of 
the Board of Directors of the Bank in every village which is the Head 
Quarters of a Sub-Divisional Office or the place with a separate 
Post Office and Telegraph Office of its own and is not included in 
an}’' of the classes mentioned in clause (a) of this section. 

8-3. The Branch Managers shall be appointed by the Directors of the Bank 
subject to the approval of the Government of India. 

84. The Branches and Agents shall forward to the Head Office every day by 
Telegraph after business liours an abstract account of the balance in hand in coin 
or Bullion the amount of Notes held in hand or issued through the Branch and 
such other information as may relate to the Note system of the Imperial Bank. 

So. There shall be established a branch of the Imperial Bank in London 
which shall be regarded as being the Head Office of all the Branches the Imperial 
Bank of India may deem fit to open in the various European countries for offering 
exchange facilities to the Indian Traders with those countries. Such foreign 
Branches shall be free to do the business ordinarily transacted by the Head Office 
and Branches of the Bank in India and subject to the provisions of this Act. In 
q)articular the London Branch shall transact the following business, namely : — 

(n) Selling drafts on India either by way of rediscount from other Bankers 
or directly from the customers of the London Branch or from the 
public at large at a rate announced from time to time by the London 
Branch as the minimum rate for the purpose. 

(b) The rediscount of sterling bills if necessary with the Bank of England- 

(c) Receiving deposits from its customers in England at the cui'rent rate 

of interest for such deposits in 'England subject to such conditions 
of reserve as may be prescribed by the Board of Directors in India 
or the rules made under the provisions of the Charter Act or this 
Act. 

id) Borrowing for short periods from the Bank of England or other Joint- 
Stock Banlis in England and lending money for short term on such 
securities as may have been prescribed by the Board of Directors 
subject to the provisions of this or the Charter Act. 
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ie) The floatation and management of sterling loans on behalf the 

Government of India in the name of the Secretaiy of State for India 
in Council. 

if) The management of tlie balaiices of the Government of India in England 

in addition to such other business as buying and selling of Gold 
or Silver Bullion as may be prescribed for the Bank in India and 
may be specially ordered bj* the Directors to be carried out by the 
London Branch. 

GOVERNANCE' OF NON-fNDlAN BRANCHES. 

86. The London and all other Foreign Branches of the Bank afore-said shall 
be governed under the provisions of this Act by a manager appointed by the Di* 
rectors in India aided b}^ a Council of three members selected from among ilie 
most important customers of the Foreign Branch or iis officers including the 
Chief Accountant of the Branch, t]ie Secretary if any, and the Head Ca.shier, 

ECONOMY OF PRECIOUS METALS. 

87. The Imperial Bank of India shall help lo ecoiiomise the use of metallic 
Currency in India by introducing all devices calculated to aid in the attainment 
of this end. 

88. The Imperial Bank of India sliall undertake fo remit money free of 
charge for its customers between any two places in India whetlier or not tlio jrarty 
to whom the money is remitted is a cu-stomer of the Bank at its Head Office or anj' 
one of the Branches or Agencies, provided always that the Bank shall be at liberty 
to prescribe any such conditions as to a minimum balance of deposits, &c., which 
may be deemed fit by the Board of Directors of the Bank. The said Bank shall 
also undertake to collect Government taxes, subscrijitions for ncwsjiapers, premia 
for Insurance Companies and similar other pa 3 unents due to its regular 
customers and recurring periodically, free of charge, subject to such conditions 
about a minimum balance, &;c., as may be imposed by the Directors of the Bank. 

89. The Bank aforesaid shall undertake remittance business between fiistam 
places in India on account of persons other than the regular customers of the Banlc 
at a charge which shall be lower by fifty per cent, of the charge now made for 
similar business by the Post Office under the lieacling of money orders subject to 
such conditions as to the minimum sum remitted, &c., as may be prescribed bv 
the Board of Dnectors in that behalf. 

90. The Imperial Bank may require all its customers to domicile the bills 
receivable by them with the Bank and malce all bills paj^ablc by them tlnouch the 
Agency of the Bank and impose such conditions as to the minimum balance in thi.s 
behalf as may seem fit to the directors of the Bank. 

ANNUAL REPORT OF THE BANK. 

91. The Imperial Bank shall publish an Annual account of its operations 
giving details of the different kinds of Banking business allowed under the • 
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salient f ^ ^ Bank Charter Act^ together Avith a review of the 

of the year’s business and shall submit the same to the 

^ mttee of Supervision constituted under the authorit}’- of the next following 
section. 

COMAIITTEE OF SUPERVISION. 

92. A committee to be called the Committee of Supervision over the Imperial 
Bank of India shall be constituted by the Government of India and shall consist 
of not more than seven members three of whom shall be the Finance JMember 
and the Member for Industries and Commerce in the Executive Council of the 
Goa ernor-General and the Financial Secretary to the Government of India and 
the remaining four chosen by a resolution of the Legislative assemblj^ from among 
its members representing Indian Commerce and Industry. 

9o. This Committee shall consider and report upon the Averting of the Imperial 
Banlc of India AA’ith special reference to the issue of Currency Notes and all other 
business incidental thereto as Avell as the use and extent of the transfer system, 
the purchase and sale of Bullion and securities for the Currency reserAm and the 
operations in this behalf of the foreign Branches of the Bank. The Committee of 
supervision shall draw the attention of the Bank Authorities as well as of the legis- 
lature to any evasion or breach of the law and shall furnish explanation on any 
doubtful point of law Avhich shall be authoritative for the Bank and binding, ujmn 
the Bank. 

94. The Committee of SuperAusion shall be entitled to ask the Bank to open 
ncAv Branches in places specified by the committee, to suspend existing Branches 
or to add to or diminish their poAvers, to write' off bad debts/ or realise depreciating 
securities, to suspend, remove, censure, or advance any officer or servant of the Bank. 

EXAAliNERS. 

95. TJie Committee of Supervision shall appoint a number of Examiners not 
exceeding one-tenth in number of the total branches of the Imperial Bank of India 
in India and one additional Examiner for the branches in each foreign co.untry. 

96. The Examiners shall examine the operations of every branch as Avell as 
the Head Office and cA-ery agency of the Imperial Bank and shall haA-e poAA^er to 
make a thorough examination of all the affairs of the Bank. 

In conducting such examination the Examiner shall haA^e poAA^er to examine 
any officer or servant or agent of the Bank on oath and after the examination the 
Examiner shall make a thorough and detailed report to the Supervision Committee. 

Such examinations shall take place at least twice a year but no date shall be 
fixed in advance for the examination, provided however that the Supervision 
Committee may direct at any moment a special examination to be held of any 
Branch or Agency of the Bank aforesaid. 

97. The salaries of such Examiners shall be paid from the current revenues 
oi India and the Examiners shall be regarded in all respects as the Officers of the 
Government of India. 
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Tliese Examiners shall be appointed by the Committee of Supervision and shall 
not be removable from their ofi&ce except for proved misconduct and upon a 
resolution of the Legislative Assembly specially passed in that behalf. 

The salaries of the Examiners shall be fixed by the Committee of Supervision 
subject to the approval of the Legislative Assembly. 

98. The expense of the examination including the travelling charges of the 
Examiners and their halting and other allowances shall be charged upon the Bank 
and shall be governed by the Civil Service Buies in respect of these charges. 

The examination provided in this and the foregoing sections shall be indepen- 
dent and exclusive of such arrangements for the audit of the Bank accounts as- 
may be made by the Bant: itself or be reqiaired under the provisions of the Bank 
Charter Act. 

99. Any Manager, Director or other Officer of the Bank offering any gratuity 
gift, consideration of any kind to an Examiner and convicted in a proper coiut of 
this offence shall be punishable b)" fine not exceeding Five Thousand Bupees 
and shall be liable to dismissal from the service of the Banlc and declared unfit 
for any appointment under the Government in any other department, 

100. The Charter granted to the Bank under the Charter Act and embodying 
the privileges mentioned in this Act and others detailed in the Charter Act sliall 
expire ten years after the date of the coming into effect of the first charter, but 
shall be capable of renewal by fresh Legislation which may change any of the 
provisions relating to the administration supervision and examination of the 
Bank and its Branches as well as the right of tlie state to be represented on the 
Board of Directors by a prescribed number of official Directors as well as the share 
of the State in the profits of the Bank or the tax oji excess Note issue or the taxes 
on the movable or immovable property held or owned by the Bank or tbe stamp 
or any other duty payable by the Bank as a lump sum or anj- other contribution 
to the public exchequer. Provided that the provisions of tins Act relating to the 
Note issue the transfer and remittance business the purchase and sale of Gold 
Bullion in connection with-the paper currency shall not be altered except as pro- 
vided for a Constitutional Act. 
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